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ABSTRACT 
In the seventies and early eighties, new issues in the 
Malaysian stock market were reported to be excessively underpriced 
relative to the other stock markets of the world. Previous studies 
suggest that such practice was the result of deliberate action by 
the Government which controls the new issues market. Nonetheless, 
the secondary market was found to be efficient in pricing the new 
issues in the aftermarket. 
This study is designed to investigate the pattern of 
underpricing in recent years to determine whether such practice is 
still prevalent. It goes further to identify the factors that 
influence the level of underpricing among the new issues. Unlike 
the previous studies, this research investigates all companies 
seeking listing in the Kuala Lumpur Stock Exchange within the 
period of 1987 to 1992. Overall, 135 companies were studied to 
determine the initial excess return. Of these, the performance of 
133 companies within the first 90 days after listing was observed 
to monitor the short-term price movement. A regression analysis was 
conducted on 117 companies to test the twelve independent variables 
thought to be significant in influencing the level of underpricing. 
Using the market-adjusted discrete method, the average excess 
return was found to be 54.06 percent during the past six years. The 
continuous method produces much lower return of 38.07 percent. 
Further analysis reveals that the underpricing level has declined 
considerably since 1987. The overall short-run aftermarket 
performance also indicates that the stock prices declined, but the 
changes were not significant from zero which supports the earlier 
findings on the efficiency of the secondary market. It was found 
that the type of listing board, oversubscription level and 
information pertaining to the forecast earning per share and 
expected gross dividend yield are significant in determining the 
abnormal returns. They are all positively related to the level of 
underpricing. 
Other results are not statistically significant to accept or 
reject the proposed hypotheses. However, it was found that the type 
of listing board produces conflicting results with regard to the 
hypothesis. Three other factors - number of competing stfock, 
forecast earning per share and expected gross dividend yield, also 
contradict the proposed hypotheses. Nonetheless, factors pertaining 
to finance sector, offering price, oversubscription level, size of 
new issues, number of of shares available to the open public, type 
of issues and size of underwriters are consistent with the 
respective hypotheses. 
In conclusion, despite the continuing practice of 
underpricing, the new issues market in Malaysia is found to have 
matured in the recent years, judging by the improvement in pricing 
the new issues, both in the primary and secondary market. The 
abnormal returns are found to result from investors' uncertainty 
pertaining to new issues at the initial stage of listing and 
potential deliberate action by the issuing authority. Perhaps, 
future research will determine the market's perception towards new 
issues and provide greater insights to the factors that influence 
the pricing of new issues, both in the primary and secondary 
market. 
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CHAPTER 1 
An Examination on New Issues in Malaysia. 
1.1 Introduction. 
Studies on new issues indicate that they were consistently 
underpriced. Evidence of underpricing was documented for almost all 
stock markets in the world.'' Despite this phenomenon, the number 
of companies seeking funds via new issues continue to grow, thus 
suggesting that the practice is an intentional act by the parties 
involved. If this is true, new issues are indeed an expensive way 
of raising funds since issuing companies have to subsidize the 
stocks in addition to incurring costs of offering the new issues. 
Nonetheless, this does not seem to be a major deterrent since 
companies continue to resort to equity markets for funds, despite 
extensive financial services offered by conventional financial 
institutions. Underpricing of new issues has become a norm in 
almost all stock markets in the world, prompting finance 
researchers to investigate the underlying motives behind the 
practice. While various explanations have been offered, nothing 
seems to rectify the prevalent practice. New issues proved to be a 
rewarding investment for initial subscribers of the stocks as a 
result of underpricing. 
'' Extensive evidence will be presented in the next chapter. 
New issues, also known as 'initial public offerings' (IPOs), 
are common stocks that are made available to the general public. 
Two most popular types of new issues are 'public issues' and 'offer 
for sale'. Companies normally resort to public issues for the 
purpose of raising additional funds whereas offer for sale allows 
companies to spread out risks by transferring previously closely-
held stocks to the public, thus allowing participation from new 
investors. In countries where there is no over-the-counter (OTC) 
market, new issues are offered in order to seek listing in stock 
exchanges. In addition to new funds and shared risks, companies 
expect to boost their image once their stocks are listed in the 
stock exchange. 
Underpricing is described by the abnormal returns generated 
upon listing as a result of high opening price compared to the 
offering price. The degree of underpricing varies from one country 
to another but the practice is visibly more significant in 
developing markets than in developed markets. This can be 
associated with either market efficiency (developed markets are 
presumably more efficient than developing markets) or moderate 
practice of underpricing in the developed markets. At any rate, new 
issues yield higher short-term returns in many cases, ^thus 
attracting many investors to participate which eventually results 
in oversubcriptions. 
The abnormal returns signify market inefficiency.^ Withi-n the 
efficient market hypothesis (EMH), stock prices should fully 
reflect the available information within the context of random 
walk, thus eliminating the possibility of profit-making. However, 
given the fact that new issues are making their debut in the stock 
exchange, investors could not fully assess the true value of the 
stocks due to lack ôf information of past price movements. 
Normally, this leads to abnormal returns upon listing which 
suggests that the market may be inefficient in pricing new issues, 
causing it to deviate off its usual course at the initial stage of 
listing. Modern researchers have therefore regarded the new issues 
as one of the anomalies in stock market. 
While abnormal returns may result from a disparity between the 
offering price and that perceived by investors, the pricing of new 
issues in the aftermarket depends on the level of market 
efficiency. Fama (1970) classified the stock market efficiency into 
three categories based on the market's speed and accuracy in 
incorporating available information into the stock prices.^ In 
general, developed markets demonstrate evidence of semi-strong form 
efficiency, whereas developing markets are weak-form efficient. 
Thus, this implies that developed markets are more efficient in 
pricing new issues in the aftermarket than the developing markets. 
^ For a detailed discussion on stock market efficiency, see 
Keane (1985) . 
^ Fama (1970) classified the stock market into weak-form 
efficient, semistrong-form efficient and strong-form efficient. 
The over-rigidity of Fama's traditional model in partitioning 
information into three sets has led to the development of the 
Mosaic model/ The model states that each market produces varying 
amount of different types of information. Each market deals with 
the information produced with different degree of efficiency. Thus, 
the post-listing price performance of new issues varies from one 
stock market to another, depending upon the characteristics of each 
market. This may explain the different level of underpricing among 
developed and developing markets. Still, if a particular market is 
efficient, it will eliminate the possibility of abnormal excess 
returns arising from the listing of new issues. 
Fama (1991) redefined market efficiency in terms of the 
complexity of testing. More emphasis is placed on abnormal returns 
arising from certain events or information. Apparently, the study 
of new issues does not fit into the new model of testing market 
efficiency. Instead, the listing of unseasoned new issues seems to 
be in a category of its own since abnormal returns, despite 
implying market inefficiency, prevail in developed markets that are 
supposedly efficient. Clearly, abnormal returns from new issues are 
not are indication of market inefficiency but rather a result of 
market anomaly. 
^ For a detailed discussion on the Mosaic model and its 
application on the KLSE, see Neoh (1985). 
Previous studies on new issues were mostly centered on 
developed markets. One of the major concerns of the studies was to 
detect abnormal returns in the stock markets. Extensive studies 
have been conducted in the United States and increasingly in Europe 
and Asia. Among the Asian countries, Hong Kong and Singapore 
received the most attention whereas studies on Malaysia's Kuala 
Lumpur Stock Exchange (KLSE), which is one of the promising stock 
markets in the Asia Pacific region, are scarce. The available 
literature on Malaysian market is indeed outdated since the stock 
market experienced tremendous changes over the past years. 
In view of the deficiency in recent studies on Malaysian new 
issues, this study will investigate the local new issues - the 
level of underpricing, its pattern, ...etc., by using the most 
recent data. The outcomes are expected to provide a comprehensive 
illustration of recent underpricing practice and post-listing 
performance of new issues in Malaysia. 
1.2 Background of Study. 
The increased importance of the equity market in Malaysia is 
evident by the tremendous growth of size and structure of the K̂ ŜE. 
Many factors can be linked to these developments, the most crucial 
being the Government's effort to boost the economy. The country 
benefits from abundant economic resources, stable social and 
political conditions that induce consistent economic growth, making 
it viable for long-term investments.^ The move to diversify the 
economic activities with greater emphasis being placed on the 
manufacturing sector saw the influx of local and foreign investors. 
The shift of corporate investment financing from the firms' own 
capital to the long-term equity market coupled with the 
Government's policy of privatization, led to the expansion of the 
private sector. It experienced tremendous growth in recent years 
which eventually leads to the growth of its size. 
The number of listed companies has grown from 2 62 in 1973 to 
369 in 1992. The market capitalization changed significantly from 
Riyil3.3 billion in 1973 to Riyi201.1 billion in the middle of 1992. In 
fact, in 1991, Malaysia was ranked fourth among the world's 43 
emerging markets in terms of market capitalization by the United 
States-based International Finance Corporation.^ The trading 
volume also soared from a meager 0.5 billion units in 1973 to the 
unprecedented level of 13.2 billion units in 1990. Overall, the 
total funds mobilized from the market grew from RM141.2 million in 
1972 to RM6.08 billion by June 1992. 
During the recent buoyant market, the KLSE Composite Index 
recorded an all-time high of 672.53. The Prime Minister, ^Dr. 
Mahathir Mohamad, described the bullish market as a healthy 
^ Investing in the Stock Market in Malaysia, 1991. 
^ Bernama Press Release 1992. 
indication that the market has established itself among investors.^ 
The strong sentiment in the local bourse has led an American funds 
manager, Morgan Stanley Inc., to include the KLSE in the Europe, 
Australia and Far East (EAFE) Index and the World Index as of May 
1, 1993, making it the only emerging stock market to be included in 
both indices. The inclusion marks international recognition of the 
credibility and potential of the KLSE. The strength and growth of 
the stock market can be attributed to the country's strong and 
well-maintained economy. 
The stock market is governed by the new Securities Industries 
Act, 1983 that supercedes the one introduced in 1973 and the 
Companies Act, 1965 which was later amended in 1986. It is 
monitored by five regulatory bodies namely The Kuala Lumpur Stock 
Exchange (KLSE), the Registrar of Companies (ROC), the Capital 
Issues Committee (CIC), the Foreign Investment Committee (FIC) and 
the Panel of Takeovers and Mergers (TOP). The Government assures 
its continuous accessibility to the stock market to protect the 
interests of investors. 
^ New Straits Times, April 17, 1991. 
1.2.1 The Kuala Limpur Stock Exchange (KLSE) 
The KLSE began its operations in 1976 as the Securities 
Industries Act of 1973 was implemented. Prior to this, it was 
operating under the 'Kuala Lumpur Stock Exchange Berhad' (KLSEB) 
which took over the stock exchange immediately after separating 
from the joint 'Stock Exchange of Malaysia and Singapore' (SEMS) in 
1973. Throughout the years, the stock market played a vital role in 
mobilizing funds within the private sector. The launching of the 
second board in November 1988 enabled smaller companies with good 
growth prospects to also participate in the equity market. 
The KLSE undergoes various changes from time to time to 
facilitate the changing needs as a result of market sophistication. 
The establishment of a clearing house in 1983, the 'Research 
Institute of Investment Analysts Malaysia' (RIIAM) in 1985, new 
composite index (KLSE CI) in 1986, real-time share price reporting 
system (MASA) and the 'Advance Warning and Surveillance Unit' 
(AWAS) in 1987 and a new semi-automated trading system (SCORE) in 
1989 were meant to improve market operations in line with its 
expansion. 
The introduction of 'Fixed Delivery and Settlement System'^ in 
1990 and the implementation of a central depository system in 1990 
have further enhanced public confidence in the stock market which 
® See Investing in the Stock Market in Malaysia, a guideline 
published by the KLSE (1991). 
saw increased participation from local and foreign investors in the 
stock market. In March 1993, the Ministry of Finance (MOF) 
established the 'Securities Commission of Malaysia' in order to 
rationalize and streamline the legislation and regulatory framework 
of the Malaysian capital market. 
The KLSE is generally regarded as weak-form efficient. Nassir, 
Ariff and Mohammad (1991, 1992), Yong (1988) and Barnes (1986) 
presented evidence of weak-form efficiency despite being thin and 
less developed. Using the Mosaic model, Neoh (1985) concluded that 
the Malaysian market is less informational efficient. On the basis 
of the different degrees of market efficiency, Nassir, Ariff and 
Mohamad (1992) concluded that the KLSE 'possesses near efficiency 
in much the same way as most capital markets studied to date' (p. 
9) . 
The rapid expansion of the stock exchange can be attributed to 
the tremendous growth of the new issues market. The increased 
number of government-owned companies seeking listing inspired other 
companies to go public. The new issues have also gained public 
interest for short-term investments. As the KLSE becomes seasoned, 
the new issues market is also expected to experience changes.to 
reflect maturity of the stock exchange. 
1.2,2 New Issues Market. 
The post-1987 recessionary period saw tremendous growth of the 
new issues market as marked by the expansion of the size of the 
KLSE. The number of new shares approved for listing increased as 
exhibited in table 1.1. Indeed, 1992 was described as the year of 
new issues with a record high of 45 companies being admitted to the 
stock exchange.' 
Years No. Sector No. 
1987 6 Industrial 53 
1988 5 Finance 22 
1989 11 Oil Palm 4 
1990 30 Property 2 
1991 38 Hotel 2 
1992 45 Second Board 52 
Total 135 135 
Table 1.1. Number of companies listed in the KLSE from 1987 to 1992 
under six different sectors. 
Source: The Investors Digest 1987 to 1992. 
The overwhelming response from small- and medium-sized 
companies to tap additional funds from the open market leads to an 
active listing in the second board and the industrial sector of the 
main board. Bank Negara Malaysia (BNM), the central bank, has also 
removed restrictions on financial institutions, allowing them^to 
compete for funds in the open market. Together with the positive 
economic growth, the new issues market is bound to expand 
progressively. 
' See Corporate World, January, 1993. 
Studies on Malaysian new issues demonstrated evidence of large 
underpricing during the late seventies and early eighties. 
Dawson (1987), among others, found that Malaysian new issues were 
excessively underpriced compared to those in Hong Kong and 
Singapore. Wong and Chiang (1986) found that public issues 
registered higher levels of underpricing than offer for sale 
issues. Still, both were much higher than those in Singapore. Not 
surprisingly, new issues received overwhelming support from local 
investors as manifested by the high level of oversubscription 
ratio. On average, Yong (1991) discovered that new issues were 
oversubscribed 46 times. 
The Government exerts great emphasis on new issues to 
encourage more participations from the private sector. The 'Capital 
Issues Committee' (CIC) plays an important role in supervising the 
issue of shares and other securities by companies seeking listing 
in the stock exchange. It issued the 'Guidelines for the New Issues 
of Securities and the Valuation of Public Limited Companies' for 
public perusal, while the BNM introduced the 'Code of Ethics on 
Share Trading' which was directed to merchant banks, to avoid 
conflicting interests in performing underwriting. The process of 
listing is thorough and lengthy, but the fact that new issues w^re 
still underpriced, suggests that the practice was intentionally 
done for some unknown motives. 
A detailed discussion on the initial return will be 
presented in the next chapter. 
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1.2.3 Listing and Pricing of New Issues. 
Companies intending to issue shares to the public are required 
to comply with the requirements drawn by the CIC. These 
requirements incorporate directives from Government's authorities 
which take into account the country's economic goals and the New 
Economic Policy (NEP), which is designed to rectify economic 
imbalances among different ethnic groups in the country. The CIC 
examines each application based on the following criteria: 
1. the viability of the company; 
2. the quality and capability of the management of the 
company; 
3. the suitability for listing of the company on a stock 
exchange where applicable; and 
4. the interest of the public. 
Source: CIC Guidelines. 
Prior to being listed on the stock exchange, successful 
companies must also conform to the listing requirements set by the 
KLSE, as stated in the Listing Manual. Some of the basic 
requirements are listed in Appendix A. 
The entire process of seeking listing is complicated indeed 
and requires technical expertise. Merchant banks, via their 
corporate advisory services, play an important role in bringing 
companies into the market. Being commission-based institutions, 
they also participate in underwriting the new issues. In fact, all 
new issues in Malaysia were underwritten by one or more 
underwriters which comprise of merchant banks and stockbroking 
houses, as required by the CIC. The entire listing process is 
summarized in Appendix B. 
Throughout the entire process, merchant banks act as a liaison 
between the issuing companies and the CIC. They assume the role of 
corporate advisors and are responsible for formulating strategies 
for the issuance of new shares. This includes the appointment of 
underwriters and in Malaysia, the advisor will also become the 
managing underwriter. Given the importance of their role in the 
entire process, merchant banks have full access to information 
pertaining to the companies and their activities. They will then 
propose the appropriate prices for the new issues based on the 
information. 
Generally, the prices of new issues are derived by multiplying 
the companies' earning per share (EPS) - based on maintainable 
profits before tax less minority interest - with the PE Multiplier. 
The PE Multiplier varies from one industry to another, ranging 
within a wide band. Underwriters are required to justify the 
proposed PE multiple and the following factors must be taken irjto 
consideration before arriving at the proposed price: 
a) Prospective tax expense compared with prospective 
maintainable pretax profit; 
b) Net tangible asset value; 
c) Quality of management; 
d) Nature of products/services; 
e) Track record; 
f) Growth prospect; 
g) Prospective dividend yield; 
h) Prevailing market condition; and 
i) Other relevant factors concerning the company. 
Source: CIC Guidelines. 
All offered prices must be approved by the CIC. Companies that 
do not fall within the specified PE multiplier will be evaluated on 
the merits of each case. The PE multiplier is also revised 
accordingly to reflect the Government's directives to promote 
certain economic sectors, as exhibited in table 1.2. 
The listing day normally takes place between six to eight 
weeks after the announcement date. Within this period, issuing 
companies would release various types of information pertaining to 
their businesses. The CIC ensures that the public is provided with 
pertinent information, particularly concerning the financial 
positions and their future activities, to prevent fraud or any 
misleading information. The Securities Industries Act provides 
legal authority for the Government to curb excessive speculation, 
insider trading, share rigging and other forms of market 
speculation. In short, the new issues market is highly monitored to 
protect the interest of the public. 
Industry/Year 1987 1988 1989 1990 1992 
Trading 3 .5-4.0 4 .0-8.0 4 .0-10. 0 4 .0-11 . 0 4 .0-11. 0 
Services 3 .5-4.0 4 .0-8.0 4 .0-10. 0 4 .0-11 . 0 4 .0-11. 0 
Property 3 .5-5.0 3 .5-7.5 3 .5-9.5 1 3 .5-10 .5 3 .5-10. 5 
Manufacturing 4 .0-5.5 5 .0-9.0 5 .0-11. 0 5 .0-12 .0 5 .0-12. 0 
Contracting & 
Constructions 4 .0-5.5 4 .5-8.5 4 .5-10. 5 4 .5-11 .5 4 .5-11. 5 
Transportât ion 4 .6-6.0 4 .0-8.0 4 .0-10. 0 4 .0-11 . 0 4 .0-11. 0 
Tourism 4 .5-6.0 4 .5-8.5 4 .5-10. 5 4 .5-11 .5 4 .5-11. 5 
Plantations 5 .0-6.0 7 .5-11.5 7 .5-13. 5 7 .5-14 .5 7 .5-14. 5 
Insurance 5 .0-7.0 5 .0-9.0 5 .0-11. 0 5 .0-12 . 0 5 .0-12. 0 
Finance Co's 6 .0-8.0 6 .0-10.0 6 .0-12. 0 6 .0-13 .0 6 .0-13. 0 
Commercial & 
Merchant banks 8 .0-12.0 8 .5-12.5 8 .5-14. 5 8 .5-15 .5 8 .5-15. 5 
Gaming - 6 .0-10.0 6 .0-12. 0 6 .0-13 . 0 6 .0-13. 0 
Agriculture - - - 5 .0-12 .0 5 .0-12. 0 
Stockbroking - - - 6 .0-13 .0 6 .0-13. 0 
Utilities 
— — — 
8 .0-15 . 0 8 .0-15. 0 
Table 1.2 PE multiplier as stated in the CIC guidelines. 
Source: The CIC guidelines (Edition 1 to 5) 
1.2.4 Stock Price Behaviour. 
Being weak-form efficient, the Malaysian stock prices are 
expected to incorporate the information from the past. As such, 
investors could not exploit the information to generate abnormal 
returns. The price movements are also expected to conform to the 
theory of random walk. Traditionally, successive price changes 
should be independent of the previous price movements. 
Isa (1989) examined the behaviour of 30 Malaysian stocks' 
prices during 1980 to 1986 and discovered strong dependence among 
daily returns of more than half of the sample. This finding is 
inconsistent with the random walk model. He attributed the 
situation to the local investors' ignorance on share valuation and 
market inefficiency in disseminating information. However, he did 
not reject the proposition of market weak-form efficient since no 
above normal profits were detected. 
Many factors influence the price movements in the Malaysian 
stock market. Like any other stock markets in the world, the stock 
prices are susceptible to the daily events both at macro and micro 
levels. At macro level, prices are affected by the changes of 
external factors that affect the country and the rests of tjie 
world. During the mid-eighties' recession and the Gulf war, for 
instance, the stock prices registered low price movements compared 
to the present bullish performance that is spurred by constant 
economic growth.'"'' Yong (1989) reported that the Malaysian stock 
market performance was also influenced by major overseas markets 
such as the United States, Japan, Hong Kong and Singapore. In 
addition, prices were also affected by the January effect, day-of-
the-week effect and size-effect, similar to any other stock 
markets. ̂^ 
At micro level, the price of each individual stock is largely 
influenced by the company's activities. Events such as dividend 
announcement, mergers and acquisition, right issues, ...etc., also 
affect the price movements. The volatility of each stock depends on 
the market's perception of the company. The return for each stock 
is affected by the unsystematic risk associated with the company, 
in addition to the market risk. Koh and Goh (1992) studied the 
risks and predictability of returns among Malaysian securities. 
They investigated the relationship between beta coefficients and 
future returns of equities and found that beta coefficients were 
good predictors of returns for the sample securities, within one 
year after computation. Mulitharan, Ong, Kng and Roshidi (1990) 
found that the highest risk was in the property sector which 
incidentally produced highest return for the 12 year period of 
study. 
^̂  The New Straits Times, May 14, 1993. 
See Ong (1988) . 
Nonetheless, the above findings are not suitable in describing 
the initial prices performance of new issues upon listing. During 
the first few days after listing, the price movements are very 
crucial to investors since they are trying to establish the market 
value of the new stocks. The market price should reflect all the 
information available from the day of announcement until the day of 
listing. Therefore, the market will react differently towards the 
new issues than the seasoned stocks in the open market. 
Already, there are conflicting results on the aftermarket 
price performance. Dawson (1987) reported that the aftermarket 
prices of Malaysian new issues continued to rise but at a slow 
rate. However, Yong (1991) discovered that the prices declined 
gradually after the first day of trading. Both researchers agreed 
that the market was efficient in pricing new issues in the 
aftermarket, judging by the small excess returns. 
1.3 Objective of Studv. 
This study intends to examine the performance of new issues in 
the primary and secondary markets. It is designed to improve the 
previous studies in investigating the level of underpricing and 
post-listing price behaviours by using greater and more recent 
Researchers attribute this situation to ex ante 
uncertainty. 
A detailed discussion will follow in the next chapter. 
sample size. It will also examine other relevant aspects- of 
underpricing such as the contributing factors, oversubscription 
pattern and segmented sectorial performance in addition to the 
general market overview. Given lack of information in these 
important areas of new issues market, this study is designed to 
meet the following objectives: 
1. to measure the level of underpricing; 
2. to examine the short-term aftermarket price movements; 
3. to identify factors that influence the underpricing level; 
4. to compare the underpricing level between different sectors, 
with emphasis on the finance sector relative to other sectors; 
1.4 Significance of Study. 
This study is intended to provide new insights on new issues 
performance in view of the changes experienced by the stock market 
in recent years. The result of each objective is expected to 
provide answers to the following questions: 
1. are new issues in Malaysia being fairly priced relative to their 
intrinsic values?; 
2. do new issues continue to generate abnormal returns in the 
short-run after listing?; 
3. what are the factors that influence the opening prices of new 
issues which results in abnormal returns?; 
4. is there a standard pattern of underpricing among stocks listed 
under different sectors?; 
5. does underpricing among companies within tightly regulated 
sector such as the finance sector differs from the rests?. 
The outcome will reflect the trend of new issues in the stock 
market in recent years. This will indicate the level of maturity 
and efficiency of the Malaysian stock market. It allows comparison 
to be made with results from previous studies in order to establish 
the overall pattern of the new issues market in Malaysia in recent 
years. In line with various changes and developments that the stock 
market has experienced over the years, the results will provide 
guidelines for both potential issuers and investors before 
participating in new issues. 
1.5 Scope of Study. 
This study investigates all new issues listed in the KLSE for 
the first time from 1987 to 1992 as listed in Appendix C. It covers 
new issues offered in the forms of public issues, offer for sale or 
both. A total of 13 5 companies are involved and the market-adjusted 
initial excess return will be calculated for each stock. The 
average initial excess returns will be calculated to determine the 
overall underpricing level during the six years. In addition, 
yearly performance will also be analyzed. A further investigation 
on the aftermarket performance will include only 133 companies 
which will represent the overall market performance. This study 
will monitor the price movements for the first 90 days after 
listing to observe the short-term prices behaviour. 
117 issues will be further investigated - 3 0 being public 
issues, 71 being offer for sale and 16 being a combination of both, 
to identify the factors that influence the underpricing level. 
Variables pertaining to these factors are derived from companies' 
information that is publicly available. These factors are developed 
based on their effects on other stock markets as documented in the 
available literature. Using the available data, a further analysis 
on the issues, issuing companies, underwriters, ...etc., will be 
conducted to provide comprehensive description of the new issues 
market in Malaysia. 
1.6 Structure of thesis. 
This study is divided into six chapters. The first chapter 
introduces the background and objectives of the study. Chapter two 
presents the literature review on evidence of underpricing and 
possible explanations for such practice. This is followed by the 
evidence of post-listing price behaviours. Chapter three presents 
the sources of data and outlines the methodology of this research. 
It discusses methods that will be applied in measuring the average 
excess returns and cumulative average excess returns to determine 
the level of underpricing and the aftermarket pricing efficiency. 
A regression model to analyze the significant of each variable is 
also discussed in the same chapter. 
Chapter four presents the outcomes of the study. It includes 
a thorough analysis of the results before a detailed discussion is 
presented in chapter five. Finally, the limitations of the study 
will be highlighted in chapter six and some recommendations for 
future research will be offered. This chapter will also conclude 
the research on the new issues market in Malaysia. 
CHAPTER 2 
Review of Literature. 
2.1 Introduction. 
This chapter presents findings from previous studies on new 
issues in various stock markets in the world. It will start by 
discussing the evidence of underpricing in various countries and 
the theories behind such practice. The performance of new issues in 
the secondary market will be presented and factors that were found 
to be significant in influencing the level of underpricing will 
also be discussed. Finally, it will look at previous findings on 
new issues in Malaysia. 
2.2 Evidence of Underpricing. 
Early studies on new issues revealed that they were generally 
underpriced throughout the world, i.e., offering prices were lower 
than intrinsic values. As such, the market will adjust the prices 
of new issues rapidly upon listing, generating abnormal returns 
along the way. The abnormal returns are also known as market 
premium, arising from the discount on offering prices. The premium 
compensates for the risks arising from ex ante uncertainty.''^ The 
practice of underpricing was prevalent in both developed and 
developing markets as documented in previous studies. 
Ex ante uncertainty is associated with the difficulties 
in determining the actual value of the issues prior to listing in 
the stock exchange. 
2.2.1 Studies in Developed Markets. 
Earlier studies on new issues in developed markets were 
focused on the United States. Studies by Reilly and Hatfield(1969), 
Neuberger and Hammond (1974), Bear and Curley (1975), Ibbotson 
(1975), Reilly (1987), Block and Stanley (1980) and Chalk and Peavy 
(1987) demonstrated the existence of underpricing across different 
time periods and sample sizes. Similar findings were documented in 
the United Kingdom by Merritt, Howe and Newbould (1967), Davis and 
Yeomans (1976) and Buckland, Herbert and Yeomans (1981). 
The extension of the study into the European markets also 
produced similar findings. Wessels (1989) discovered evidence of 
underpricing in the Dutch market, Husson and Jacquillat (1989) in 
the French market and Uhlir (1989) in the German market. Lande 
(1989) detected abnormal returns among Irish new issues. Within the 
context of the Australian market, Finn and Higham (1988) and Noti 
and Hadjia (1983) found evidence of similar practice in the 
continent. The results of studies in developed markets are 
summarized in table 2.1. 
The researchers measured the initial excess returns from 
offering prices to first day/week/month closing prices to calculate 
the price discounts. The results yield the level of underpricing 
which is known as market premium. In most cases, new issues 
registered abnormally higher returns than the average stocks which 
suggests that investors in new issues were highly rewarded. 
Researchers Country Period Sample AER 
Davis & United Kingdom 1965 -1971 174 8 .5 
Yeomans (1976) 
Buckland,et al II 1965 -1975 297 9 .7 
Finn & Australia 1966 -1978 93 23 .0 
Higham (1988) 
Noti & II 1972 -1980 47 20 . 8 
Hadjia (1983) 
Wessels (1989) Holland 1982 -1987 11 19 .5 
Husson & France 1983 -1986 131 4 . 0 
Jacquillat (1989) 
Uhlir (1989) Germany 1977 -1987 97 23 .6 
Tinic (1989) United States 1923 -1930 70 5 .17 
II II II 1966 -1971 134 11 .06 
MacDonald & II 1969 -1970 148 28 .5 
Fisher (1972) 
Ibbotson (1975) II 1960 -1969 120 12 .8 
Lande (1989) Ireland 1980 -1988 39 8 . 9 
Table 2.1 Evidence of underpricing in developed markets. 
Note: AER = Abnormal excess return (percent). 
Studies on initial prices performance can be divided into two 
groups. The first group measured market-adjusted initial returns 
relative to the overall market performance. Since new issues do not 
have historical prices, it is difficult to determine risks. Hence, 
the first group assumed that the beta of stocks is equal to one. 
The second group measured risk-adjusted initial returns. The risk 
factors for each individual stock were taken into consideration 
within the context of Capital Asset Pricing Model (CAPM). The 
m 
findings, however, revealed insignificant differences between the 
levels of underpricing of the two methods. Therefore, the first 
method will be used in calculating excess returns throughout this 
study. 
From table 2.1, the level of underpricing in the United 
Kingdom was found to be lower than in the United States and 
Australia. The varying degree of underpricing between these 
countries can be attributed to the uniqueness of each market, 
assuming that each market reacts differently to different kinds of 
information. Such phenomenon is consistent with the Mosaic model 
discussed earlier. 
2.2.2 Studies in the Emerging and Developing Markets. 
Previous researchers also discovered that the practice of 
underpricing new issues was prevalent in the emerging and 
developing markets as well. Studies on new issues in Hong Kong and 
Singapore revealed the existence of such practice in both 
countries. An extension to other countries also revealed similar 
findings. In New Zealand, Skeggs (1985) and Cheung and Vos (1990) 
discovered that abnormal returns also exist in that country. The 
practice was also evident in the Latin American countries as 
discovered by Aggarwal, Leal and Hernandez (1993) . The results are 
shown in table 2.2. 
The level of underpricing is apparently higher in the emerging 
and developing markets than in the developed markets. Several 
possibilities can be linked to this phenomenon. Firstly, due to the 
different levels of market efficiency - investors in the emerging 
and developing markets tend to over-react towards new issues, thus 
pushing the opening prices higher. Secondly, in these markets, new 
issues were perceived to be riskier than seasoned stocks. As such, 
underwriters lowered the offering price to attract investors to 
participate in the new issues. Thirdly, developed markets are more 
advanced and efficient in pricing new issues to their intrinsic 
values. Thus, the abnormal returns were found to be very minimal. 
Researchers Country Period Sample AER 
Wethyavivorn Thailand 1988-1989 32 68 .69 
& Koo-Smith (1991) 
Wong & Chiang Singapore II 48 36 .78 
(1986) 
Dawson (1991) II 1987-1990 n/a 51 .2 
II II II n/a 29 .6 
Koh, Johnson II 1975-1987 54 27 .89 
Sc Kiat (1988) 
Koh, Lim & II 1975-1987 53 37 .63 
Chin(1991) 
Dawson (1987) II II 39 39 .4 
II Hong Kong 11 21 13 .8 
McGuinness (1992) II 1980-1990 80 17 .6 
Skeggs (1985) New Zealand 1973-1983 62 19 .87 
Cheung & Vos (1990) " 1979-1987 181 29 .44 
Aggarwal, Leal Brazil 1980-1990 64 78 .5 
& Hernandez Chile 1982-1990 36 16 .3 
(1993) Mexico 1987-1990 44 2 .8 
Kim (1991) South Korea 1983-1987 313 9 . 99 
II II 1988 II 107 .14 
II II 1989 II 60 .51 
Table 2.2 Underpricing in the emerging and developing markets 
The worldwide evidence of underpricing suggests that there may 
be a systematic practice exercised by the parties involved. 
Researchers attempted to describe such practice and several 
theories have been offered to explain the underlying reasons. Most 
of them, however, were concentrated on developed markets. 
2.3 Theory of Underpricing. 
Pioneer researchers in the area of new issues proposed several 
explanations pertaining to the prevalent practice of underpricing. 
Most explanations were centered within the asymmetrical information 
framework, which revolves around risks associated with ex ante 
uncertainty. This theory deals with the degree of information 
available to issuers, underwriters and investors pertaining to 
risks and returns from new issues. New issues are assumed to be 
riskier than seasoned stocks since they lack historical 
information. The information will influence the process of pricing 
new issues which eventually leads to abnormal returns. Rock (1986) 
and Baron (1982) are two prominent researchers who approached the 
issue from different perspectives within the asymmetrical 
information hypothesis. 
Rock (1986) argued that underpricing occurs as a result of 
information asymmetry among investors. He classified investors into 
two groups - informed and uninformed. He assumed that the two 
parties will compete for the same amount of new issues whenever 
they are offered to the public. The difference, however, stems from 
the fact that informed investors participate based on the superior 
information that they hold pertaining to the issuing companies^, 
thus enabling them to differentiate between good and bad 
investments. In the case of good issues, both parties stand an 
equal chance for the share allotment. However, uninformed investors 
stand a greater chance of securing bad issues since informed 
investors may not participate in those issues. Thus, the former 
faces greater risks of ex ante uncertainty, a phenomenon that is 
also known as the 'winner's curse situation'. 
Based on this assumption, Rock suggested the possibility of 
intentional underpricing by underwriters to attract investors. 
Underwriters face the risks of bearing the costs of unsubscribed 
issues in the event of undersubcriptions. In any case, he explained 
that informed investors will only participate if the expected 
returns compensate for the costs of securing information of the new 
issues. Still, uninformed investors will crowd the market in 
anticipation of high returns from investing in new issues, leading 
to overwhelming oversubscriptions in some cases. 
Within the asymmetrical information framework. Baron (1982) 
developed a theory based on the assumption that issuers and 
underwriters possess different levels of information on the market 
condition. The theory proposes that underpricing occurs when the 
underwriters acquire superior information than the issuers and have 
total control of pricing and distributing the new shares to the 
public. Since issuers are uncertain about the equilibrium prices of 
their stocks, they will relegate the pricing decision to 
underwriters, who may underprice the new issues to prevent the risk 
of undersubscriptions as a result of ex ante uncertainty. However, 
^̂  Keasey and Short (1992) discovered that this proposition 
was based on untestable and conflicting assumptions that 
contradict the core hypothesis of the winnner's curse model. 
if underwriters are compensated for their superior information, the 
level of underpricing may be lower since the issues will be priced 
closer to their intrinsic values. 
Baron's findings, however, have been disputed by Muscarella 
and Vetsuypens (1989) who investigated the level of underpricing of 
self-marketed issues. They studied the initial excess returns of 38 
investment banks that went public in the period of 1970 to 1987 and 
participated in the distribution of their own shares. They reported 
that self-underwritten new issues were underpriced significantly 
larger than issues in which the issuing banks did not serve as lead 
managers. This suggests that underpricing is intentionally done by 
underwriters for some unknown reasons. 
Beatty and Ritter (1986) extended the concept of informational 
asymmetry by investigating the relationships between underwriters' 
reputation and new issues prices. They discovered that underpricing 
is an increasing function of ex ante uncertainty perceived by the 
market, which is linked to the reputation of underwriters. They 
proposed that underwriters, with different reputation capital, are 
interested in maintaining an equilibrium amount of underpricing. 
Those who 'cheat' on this underpricing equilibrium will lose eithe^r 
potential investors, in the case of lower level of underpricing; or 
issuers, if the underpricing is too much. Their theory is supported 
by McGuinness (1992) who discovered that advising agents acted to 
enforce the equilibrium relation between ex ante uncertainty and 
level of underpricing among new issues, as evident in Hong Kong. 
Such practice, however, forfeits the value of the underwriters' 
reputation capital. 
The existence of ex ante uncertainty poses problems to 
underwriters in the case of undersubsriptions. As illustrated by 
Muscarella and Vetsuypens (1989) and Beatty and Ritter (1986), 
underwriters may purposely underprice new issues to ensure full 
subscriptions of the stocks. Saunders and Lim (1989) cited two 
possible reasons for risk-averse underwriters to resort to 
underpricing. First, reduction of risks exposure and costs of 
underwriting as a result of their commitments to the issuers. 
Second, due diligence and fear of potential legal liability if the 
issues are overpriced. 
The first reason is attributed to underwriters' strategy to 
minimize their losses. Their commitments to underwrite new issues 
require them to pay the issuers the total amount of stocks' value, 
under any circumstances. Since underwriters are responsible for the 
unsubscribed issues, risk-averse underwriters opt to underprice new 
issues to ensure oversubscriptions, thus protecting themselves 
against any possible losses resulting from unsuccessful issues. 
Tinic (1988) described the second reason as a preventive 
measure adopted by underwriters against any legal claims or 
associated damages to their reputations. Under most security 
legislations, underwriters are responsible in ensuring the accuracy 
of information published in the prospectuses, to reflect the 
quality of the issuing companies. However, since most companies are 
relatively new in the equity market, underwriters face problems in 
determining the companies' 'true' worth. Thus, underwriters lower 
the offering price to protect themselves against any possibility of 
overpricing new issues above market's expectation, which may 
instigate public query. 
Ritter (1984) discovered that reputable investment banks, in 
general do not accept to underwrite stocks of small, speculative, 
start-up firms. He suggested that gross underpricing may be a 
result of monopsony power of underwriters in underwriting common 
stocks of small speculative companies. New issues of these small 
companies are underwritten by investment bankers who, for some 
unknown reason, can exercise greater bargaining power over the 
issuers. The underwriters earn profits by underpricing the new 
issues and allocating them to selected clients. These clients are 
generally the underwriters' favored customers who regularly deal 
with the investment banks and pay excessive commissions or fees 
than the competitive rates. The underpriced issues are allocated to 
these firms to ensure continuous 'business' relationships. 
From the issuers' point of view, underpricing may be 
detrimental since the offering prices do not really reflect the 
companies' real worth, thus preventing efficient allocation of 
funds. However, companies do resort to underpricing their new 
issues to avoid the risks of inter-temporal loss of prestige that 
face the companies if their new issues fail. ̂^ Companies tend to 
emulate the trend of previous new issues, i.e., if the general 
response for previous new issues was positive, future listed 
companies will try to follow the same pattern in order to attract 
investors. Thus, issuers agree to accept lower prices for their new 
issues to ensure oversubscriptions. 
Leland and Pyle (1977) suggested that an issuer signals for 
firm value with the fraction of equity value that is retained by 
him after going public. The higher the retained fraction, the 
higher the value of a firm. This implies lower level of ex ante 
uncertainty which yields lower level of underpricing. Therefore, 
underpricing of new issues is regarded as a signal of the company's 
intrinsic value in the aftermarket. However, McGuinness (1992) 
argued the validity of such a claim since he found no significant 
relationships between the post-listing value and the underpricing 
level among new issues in Hong Kong. Therefore, he implied that 
underpricing does not necessarily act as a signal for the firms' 
post-issue values. 
m 
On the other hand, some researchers argued that underpricing 
was not an intentional practice of underwriters or issuers but 
rather a result of market over-reacting towards the new issues. 
^̂  See Saunders and Lim (1989). 
Aggarwal and Rivoli (1990) suggested that new issues were indeed 
priced consistent with their underlying economic values. However, 
the optimistic market, influenced by the speculative-bubble from 
unsuccessful applicants for the oversubscribed new issues, pushed 
prices above their intrinsic values temporarily, causing abnormal 
returns at the initial stage of listing. Recent evidence on long-
term performance of new issues supports this explanation. Ritter 
(1991) and Levis (1993) found long-term performance of new issues 
was below the average level of initial excess returns. 
Within the context of EMH, the existence of abnormal returns 
immediately after listing suggests that the primary market of the 
new issues is not efficient. This raises a question whether 
developed markets, despite being semi-strong efficient, are indeed 
inefficient by virtue of abnormal returns among new issues. 
Perhaps, evidence on the practice of underpricing of new issues is 
a new dimension of stock market anomalies as suggested by some 
researchers. If this is true, can the concept be extended to the 
weak-form efficient market and can a boundary that distinguishes 
market inefficiency from anomaly be established? Given the lack of 
literature to clarify the issue, underpricing of new issues remains 
a 'mystery' as described by Ibbotson (1975). But clearly, the 
degree of underpricing is influenced by the level of maturity of 
the stock market. 
In a mature market such as that in developed markets, 
investors generally do not over-react towards new issues. 
Therefore, market is not driven by the optimistic sentiment on 
abnormal returns from new issues that can enhance the opening 
prices unnecessarily. In contrast, the prevalent practice of 
underpricing in emerging and developing markets, which are 
relatively young and small, leads the market to push the opening 
prices higher than the intrinsic value. This may explain the 
excessive abnormal returns in emerging and developing markets as 
compared to those in developed markets. 
2.4 Secondary market price behaviour. 
In the primary market, issuers and underwriters face a 
difficult task of pricing new issues due to the presence of ex ante 
uncertainty. However, the pricing, process in the aftermarket is 
determined by open market that takes into consideration various 
factors that affect any other seasoned issues. The ability of the 
market to adjust prices to a level where no significant excess 
returns can be generated reflects market efficiency in pricing new 
issues. To determine secondary market efficiency, researchers 
monitor the post-listing price movements to measure excess returns 
in the aftermarket. 
Among the earliest studies on new issues price movements was 
the work of Ule (1937) who examined 29 newly listed common stocks. 
Ule compared the price movements of individual stock, before and 
after listing, with the movement of the industrial averages of New 
York Stock Exchange (NYSE) during the same period. He discovered 
that during general bullish market, the average increase of the 
stocks' prices, on month-to-month basis, was 146 percent above 
similar movements before listing. When the general outlook was 
bearish, the individual issue moved further downward after listing 
by 196 percent, as compared to movements downward before listing. 
This implies that price performance of new issues in the 
aftermarket is influenced by the market performance. 
Van Home (1970) examined 80 new listings from 1960 to 1967 on 
the New York Stock Exchange (NYSE) and 6 0 new listings from 1962 to 
1967 on the American Stock Exchange (ASE) . He also compared the 
stock prices with market index to monitor the effect of the latter 
on the stock prices. Similar to Ule's findings, his results showed 
that listing stocks tend to do much better in up or stable market 
relative to the industry average movements than in down market. 
This suggests that the level of abnormal returns is associated with 
the market performance. 
Klein and Rosenfold (1987) described the general bullish 
market as 'hot market' whereas the bearish sentiment is described 
as the 'cold market'. Hot market is characterized by above average 
market returns associated with high trading activity and high 
volatility. During hot market, they claimed that there are 
excessive demands for new issues which will drive the prices up. 
Investors are also willing to accept more risks than usual. As 
such, abnormal returns may be higher during hot market. The reverse 
occurs during cold market. 
MacDonald and Fisher (1972) studied the excess returns for 142 
unseasoned new issues brought into the American market during the 
first quarter of 1969. They discovered that the mean excess returns 
for the first month of trading, which was 34.6 percent, was higher 
than the first day excess returns which accounts for 28.5 percent. 
This implies that market moves upward immediately after listing. 
However, the excess returns declined after the first year of 
listing to -3.2 percent. Based on the results, MacDonald and Fisher 
concluded that short-term holdings are highly profitable to initial 
subscribers of new issues. 
Reilly and Hatfield (1975) examined the excess returns of 53 
new issues sold during a rising stock market from December 1963 to 
June 1965 relative to the Over-the-Counter Industrial Average 
(OTCIA) and Dow Jones Industrial Average (DJIA). They found that^ 
the average short-run price changes for new issues were 
substantially higher than the comparable average changes for the 
OTCIA and the DJIA. This indicates that new issues prices are more 
volatile than average market performance. 
Finn and Higham (1988) studied the average market-adjusted 
daily returns among Australian new issues. They reported that price 
movements were consistent during the first ten days of trading. The 
average daily excess returns were insignificant and close to zero. 
Similar findings were also documented in the German market by Uhlir 
(1989). This indicates that the secondary market in developed stock 
markets demonstrates certain features of market efficiency. 
In Hong Kong and Singapore, Dawson (1987) reported that prices 
moved downward after new issues were listed in the stock exchange. 
Lim (1991) and Wethvivorn and Koo-Smith (1991) also noticed 
comparable patterns in the Korean and Thai markets. The price 
changes were insignificantly different from zero despite active 
readjustments during the first few weeks of trading. Therefore, it 
can be concluded that emerging and developing markets also exhibit 
evidence of pricing efficiency in the secondary market. 
The aftermarket performance of the new issues can also be 
associated with stock market maturity. The greater level of 
abnormal returns in emerging and developing markets than that in 
developed markets can be linked to different market reactions 
during the initial stage of listing. In developed markets, the^ 
aftermarket prices move consistently during the first few weeks 
after listing. On the other hand, in emerging and developing 
markets, the performance declines during the post-listing period. 
But the degree of price changes in both markets is not 
significantly different from zero, thus suggesting that both 
markets are efficient. Despite the evidence of secondary market 
efficiency in pricing new issues, investors in developed market 
demonstrates high level of maturity in pricing the new issues as 
reflected by the consistent aftermarket price performance. 
The price changes show that the market adjusts the stock 
prices to their intrinsic values upon listing. Price movements can 
be attributed to market's activity in incorporating a large amount 
of information floating in the market. As it begins absorbing the 
information, the ex ante uncertainty diminishes, thus minimizing 
risks. This explains the lower returns from the new issues after 
they have gained listing. Another reason can be attributed to the 
stocks being overvalued by enthusiastic investors, particularly in 
the case of emerging and developing markets. Oversubscribed new 
issues attract investors to crowd the market, thus pushing the 
prices upward. As market begins to adjust the stocks to their 
intrinsic values, their prices also begin to decline causing 
minimal, if not negative or zero excess returns. 
2.4.1 'Hot-Issues' market. 
As a result of intensive studies on new issues, researchers 
observed a peculiar trend among some stocks. Ibbotson and Jaffe 
(1975) described this phenomenon as 'hot-issues' which comprise of 
new issues that have risen above their offering prices to higher 
than average premia in the aftermarket. 'Hot-issues' market is 
therefore defined as new issues market in which the observed 
initial returns are clearly above average abnormal returns. The 
concept is distinguished from 'hot market' issues that described 
the 'mood' of the entire stock market. 
Ibbotson and Jaffe examined the relationships between new 
issue premia, aftermarket performance, frequency of offerings and 
performance of the market. On the performance of new issues in a 
calendar month relative to other new issues in previous calendar 
months, they discovered that the performance of 'hot issues' was 
predictable since their results showed that the first month price 
movements were predictable and did not follow the random walk 
hypothesis. 
In establishing the relationship between new issue premia and 
aftermarket performance, they discovered that the abnormal first 
month performance was still noticeable in the second month. Similar 
findings were also reported by McDonald and Fisher (1972) and 
Reilly and Hatfield (1969) using longer time frames. This suggests 
that the aftermarket performance of 'hot-issues' is not related to 
the first month returns of the securities, unlike the other neŵ  
issues described earlier. 
Ibbotson and Jaffe also found that the timing of new issue 
offerings was not related to the first month's performance of new 
offerings in previous months. This suggests that the number of new 
issue offerings in a given month is not related to past level of 
premia. The new issue premia was also found to be independent from 
the past market performance. This confirms the explanations offered 
by Ule in an earlier study. 
2.5 Factors influencing iinderpricing. 
Apparently, the practice of underpricing is premeditated by 
the parties concerned - issuers and underwriters. It has been 
established that underwriters have a significant role in 
underpricing new issues. The exact motives behind their actions are 
yet to be determined, but researchers who investigated the factors 
that influence the underpricing level tend to associate them with 
the element of ex ante uncertainty that is attributed to risks. 
Beatty and Ritter (1986) established that the greater the 
level of ex ante uncertainty, the higher the degree of 
underpricing. They proposed that the degree of ex ante uncertainty 
can be associated with the underwriters' reputation. As mentioned 
earlier, underwriters with high reputation will not engage in 
underwriting speculative new issues due to the high level of risks 
involved. Carter and Manster (1990) discovered that prestigious 
underwriters were associated with initial public offerings with 
lower returns. They assumed that prestigious underwriters only 
participate in less risky issues that yield lower excess returns. 
Thus, the level of underpricing is negatively related to the 
reputation of underwriters. 
Koh, Johnson and Kiat (1988) examined the factors that 
determine ex ante uncertainty among Singaporean new issues. They 
studied the relationships between the underpricing level and the 
quality of the issuing companies. One of their hypothesis was that 
the amount of underpricing is negatively related to the degree of 
establishment of the firms. Using net tangible assets (NTA) of the 
firm as a measurement of the degree of companies' establishment, 
under the assumption that a larger NTA would imply a well-
established firm and vice versa, they found significant evidence to 
support their hypothesis. They then concluded that the degree of 
firms' establishment is one of the sources of ex ante uncertainty. 
Lim (1991) investigated the effect of firm's size, amount of 
gratis stocks distributed before going public, premium rate, type 
of offering and type of industry on the level of underpricing of 
new issues in Korea. The type of industry was used to test the 
underpricing level between banking and insurance sectors against^ 
other sectors. The results showed that only premium rate, which was 
represented by offering prices, provides helpful explanation for 
the degree of underpricing, thus accepting the hypothesis that the 
level of underpricing and the premium rates are negatively related. 
He claimed that the other factors failed to provide justifications 
for underpricing in the country as a result of the authorities 
interference in determining offering prices despite the 
liberalization of new issues market in recent years. 
In a study on underpricing of new issues in Hong Kong, 
McGuinness tested several variables to determine their 
relationships with ex ante uncertainty surrounding post-issue 
values of new issues, as well as the quality (prestige) of the 
advising agents with the degree of underpricing. His findings were 
consistent with the explanations offered by other researchers in 
developed markets. For instance, he found that the level of ex ante 
uncertainty and the degree of underpricing were positively related, 
thus confirming Beatty and Ritter's (1986) argument. The trend of 
market prior to the issuance of the stocks was positively and 
significantly related to the underpricing level. As such, initial 
returns were higher during bull than bear market, similar to 
propositions by Ule (1937) and Van Home (1970) . Finally, the 
prestige of advising agents to the new issues was found to be 
negatively related to the level of underpricing observed. 
Wethyavivorn and Koo-Smith (1991) investigated the factors^ 
that influence the underpricing level in the Stock Exchange of 
Thailand. They proposed that the underpricing level is negatively 
related to the size of new issues, debt to equity ratio and price 
earning (PE) ratio but positively related to the total assets. 
Their results suggested that as the size of new issues increasesv 
underpricing decreases, while the higher the PE ratio, the lower 
the level of underpricing. The debt to equity ratio and total 
assets produced insignificant explanations for underpricing. 
Other factors that were linked to the level of underpricing 
are reasons of raising funds, nature of businesses, floatation 
methods, offering prices, listing requirements, ...etc. (Uhlir, 
1989). In addition, firm size-effect, day-effect and the like were 
also mentioned but they are more pertinent to seasoned issues. 
However, no empirical studies have been conducted to test the 
relationships of these variables with new issues. 
Under Grinblatt-Hwang (1989) signaling hypothesis, the degree 
of underpricing is associated with the value of issuing firms which 
is positively related to the fractional holding of the shares by 
the issuers.''® Thus the value of a firm is positively related to 
the degree of underpricing. However, the hypothesis contradicts 
Leland and Pyle's (1977) proposition which states that the degree 
of underpricing is negatively related to the firms' value, 
considering the lower level of ex ante uncertainty associated with 
the companies. "" 
See Koh, Lim and Chin (1991). 
See Lam (1990) . 
Wessels (1989) studied the Dutch market to determine whether 
the degree of underpricing is predictable. Using regression 
analysis, he examined the effect of market value of equity, type of 
market - official versus parallel, the stake retained by companies 
after going public and the number of new issues as opposed to the 
shares previously held by companies. These factors were used by the 
authority in the Dutch market to streamline new issues into 
different markets in the country. He found no significant evidence 
to reject new issues efficient market hypothesis, i.e., none of the 
factors can be used to predict the underpricing level of new 
issues. He concluded that factors used by the authorities to 
segment new issues into different markets are not perceived to be 
relevant by investors in their pricing decisions. Nonetheless, 
underpricing was found to be positively related to the 
oversubscription level. 
Wessels' findings provide a new perspective on primary market 
efficiency. Based on Rock's theory, investors are plagued with the 
winner's curse problem if they can predict the degree of 
underpricing among new issues. This also indicates that the stock 
market is inefficient. Therefore, the factors discussed above 
cannot be used to predict the degree of underpricing, but rather to^ 
explain the reasons for underpricing new issues. 
2.6 Studies in the Malaysian market. 
The increasing popularity of new issues in Malaysia inspires 
researchers to investigate the nature of local new issues. Dawson 
1987) was among the forerunners in establishing the fact that 
Malaysian new issues were highly underpriced. Similar findings were 
also reported in other studies as listed in table 2.3. This leads 
to the conclusions that the practice of underpricing new issues is 
also prevalent in Malaysia. 
Researchers Period Sample AER 
Nassir & 1975-1988 65 132 
Mohammad (1992) 
Yong (1991) 1983-1988 33 167 
Sufar (1989) 1980-1986 43 140 . 5 
Hassan (1992) 1980-1988 140 
Dawson (1987) 1978-1983 21 166. 6 
Wong & Chiang (1986) 1975-1984 16 104 . 45 
Ong (1988) 1974-1986 53 97. 14 
Table 2.3 Evidence of underpricing in Malaysia. 
The degree of underpricing was significantly higher than other 
markets elsewhere. Researchers described the practice as a 
deliberate action by the authorities since new issues market is 
tightly regulated under their jurisprudence. The fact that new 
issues were highly underpriced despite consistent oversubscriptions 
contradicts the explanations discussed in the earlier section. This 
also indicates that the pricing of new issues is being manipulated 
deliberately. This is similar with the Korean experience as 
illustrated by Lim (1991). 
Wong and Chiang (1986) attributed the excessive underpricing 
among Malaysian stocks to the competitiveness in obtaining new 
issues. Since the distribution of new issues was segmented between 
Bumiputera^° and non-Bumiputera, the demand for the issues was 
higher, causing greater abnormal returns than other markets. 
Ong (1988) calculated the market, risk and risk-adjusted 
across-sectional market to measure the excess returns. His results; 
97.14, 99.52 and 98.42 percent respectively; indicate that the 
existence of risks was insignificant to the overall excess returns, 
consistent with the findings in developed markets. The different 
level of underpricing can be attributed to the different sample 
size used and the overlapping time period studied. Overall, the 
initial returns were still very high. 
Wong and Chiang (1986) studied the underpricing level between 
different types of new issues. He found that on average, public 
issues were more underpriced than offer for sale issues during 1975 
to 1984 . 11 companies offered public issues and their stocks were 
underpriced by 124.81 percent compared to 5 offer for sale issues 
that were underpriced by only 59.65 percent. This is contrary to 
his study on Singapore stocks where offer for sale issues were more 
underpriced than public issues. 
Bumiputera is a term used to classify the native people 
who are provided with certain privileges under the country's 
constitutions. 
Researchers also noticed different aftermarket performance of 
new issues prices. Dawson (1987) found that new issues prices 
continued to rise in the aftermarket. This was confirmed by Sufar 
(1989) who found that the excess returns rose gradually upward 
until the end of the first year of trading. However, their findings 
were refuted by Yong (1991) who studied the short- and long-term 
price performance. His results showed that the excess returns 
declined after the first week, month and year of listing, thus 
indicating that prices were adjusted downward in the aftermarket. 
Yong also discovered that the movements of new issues prices 
were independent from the movements of the overall market. He 
suggested that new issues should be treated separately from 
seasoned issues, which suggests that new issues are indeed an 
anomaly in the stock market. Despite the suggestions by the two 
earlier researchers that the aftermarket was efficient in pricing 
new issues, Yong argued the validity of using insignificant price 
changes as a basis of determining market efficiency. However, he 
did not propose the practical way of determining secondary market 
efficiency. 
As far as the contributing factors are concerned, only few 
researchers attempted to identify the actual factors that influence 
the underpricing level among new issues in Malaysia. Hassan (1992) 
suggested that the underpricing level was influenced by the timing, 
offering prices and investors' perception on the issuing companies' 
risks. However, her opinion was based on literature from developed 
markets. Yong (1991) studied the factors that influence the opening 
prices and found that offering prices and oversubscriptions ratio 
had significant influence, while the par values of new issues were 
insignificant. The lack of studies to determine the relationship 
between these factors and the level of underpricing, highlights the 
need to investigate the Malaysian new issues greater depth to 
understand the nature of underpricing in Malaysia. 
2.6.1 The finance sector in the stock exchange. 
The finance sector, particularly the banking industries, is 
tightly regulated by Government's authorities to protect the 
interests of the country. Being a supply-leading nation, the 
Government via the central bank. Bank Negara Malaysia (BNM), 
ensures that financial institutions move in line with the 
Government's economic policies in order to achieve national goals. 
The banking sector is known to have contributed significantly 
towards the development of the economy.^^ It is not surprising that 
the finance sector, especially the financial institutions, is 
tightly-monitored by the authorities. 
Companies listed under the finance sector in the Kuala Lumpur 
Stock Exchange consists of banks - commercial and merchant, finance 
companies, insurance companies, stockbroking houses and investment 
See Pope and Shanmugam (1989) and Shanmugam (1989) . 
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holdings companies. The latest additions were the country's sole 
Islamic bank - Bank Islam Malaysia Berhad (BIMB) and the Malaysian 
Industrial Development Finance Berhad (MIDF), a government-owned 
development finance institution which was listed in 1992. To date, 
the total companies listed under the finance sector accounts for 44 
with the majority going public during the last six years. There 
were 22 companies listed during the period of 1987 to 1992, 
comprising of 6 commercial banks, 2 finance companies, 1 insurance 
company, 1 investment holdings company, 1 merchant bank, 1 
development finance institution and 10 stockbroking houses. 
In the lengthy listing process, finance stocks have to go 
through an additional stage since they have to seek approval from 
the central bank in addition to the regular channels. In recent 
years, the central bank has been more lenient towards the companies 
in order to allow them to be competitive in the respective 
industry. Stockbroking houses, for instance, have benefited from 
such policy which enabled them to expand their operations in the 
recent buoyant market. Similarly, commercial banks and finance 
companies are taking advantage from such situation to raise 
additional funds to finance their operations, both locally and 
overseas.^^ The listing of the development finance institution also 
enables additional funds to be raised to finance local industrial 
enterprises. 
The central bank encourages local financial institutions 
to explore the overseas market which saw local banks expanding 
into Vietnam, Sri Lanka and China. 
In the local stock market, stockbrokers recommended the 
finance stocks, particularly banking stocks, as one of the best 
buys in recent years.^^ One of the reasons cited was the high 
earning growth of 27 to 2 8 percent compared to 13 to 15 percent of 
the overall market. The earning per share (EPS) for banking stocks 
for 1992 grew by 15 percent and has the potential to grow further. 
This is in view of fine recovery performance by the banking sector 
after being seriously dampened by the recession in mid-eighties. 
Similar recommendations were also made on other finance stocks such 
as stockbroking houses and finance companies. As such, these stocks 
are capable of yielding higher returns in the long run. 
Such recommendations on finance stocks may influence the 
demand for new finance issues, which will eventually affect the 
performance of the stocks. It is expected that the market will put 
higher values on finance stocks relative to any other stocks. Given 
the fact that the finance sector is tightly supervised, it is also 
expected that the Government will ensure that finance stocks are 
fairly priced to fully reflect the actual value of the companies. 
This is to maintain the reputation of the finance sector, which is 
one of the major contributors to the country's economic prosperity. 
Given such condition, it is expected that the performance of new 
finance stocks will differ from the other sectors. Thus, a research 
specifically on the finance sector, as designed in this study, will 
seek to provide the answer. 




This chapter presents the data and methodology that are used 
in investigating new issues in Malaysia. It explains the method 
applied in measuring initial excess returns that reflects the level 
of underpricing. This is followed by the method of measuring 
cumulative excess returns which describes the performance of stock 
prices. A regression model incorporating independent variables 
identified as possible factors that influence the level of 
underpricing among new issues will also be presented. Finally, it 
will present the hypothesis that will be tested in this study which 
can describe new issues in Malaysia. 
3.2 Methodology. 
The study is divided into three parts. The first part is 
designed to measure initial excess returns of new issues from 1987 
to 1992. The second part examines the post-listing prices 
performance during the same time period. Finally, the third part 
analyzes the various factors that influence the level of 
underpricing among Malaysian new issues. 
3.2.1 Initial excess return. 
This study adopts the technique previously applied in other 
studies on new issues.^^ This is to ensure consistency of the 
results for the purpose of comparing the outcomes with previous 
findings. The initial performance refers to the period from the 
sale of new issues in the primary market until the commencement of 
trading in the stock exchange. In this study, the initial excess 
returns will be measured based on market-adjusted excess returns. 
The percentage returns from new issues are calculated by taking the 
differences between the first day closing prices and the offering 
prices, divided by the offering prices. This is simplified by the 
following equation: 
- h ^ (1) J f t p 
where, 
R. = return of stock j in the period t J f * 
p. = price of stock j at time t J f ̂ 
Pj. Q = offering price of stock j 
t = day 1 
24 See Finn and and Higham (1988), Wong and Chiang (1986) 
and Wethyavivorn and Koo-Smith (1991) among others. 
The excess returns will be adjusted to the corresponding 
market returns that are derived from the following equation: 
Rm t^— ^ m, t -r 
where, 
R . = return of the market m, t 
= index at time t 
IQ = index on the opening date 
t = day 1 
Previous studies on Malaysian new issues used the KLSE 
Industrial Index to measure market performance, largely because the 
majority of the sample companies used in the studies were from the 
industrial sector and there was no index representing the entire 
stock market then. Instead, this study will use the KLSE Composite 
Index to accommodate the increasing number of finance and second 
board companies listed in the stock exchange during recent years, 
thus reflecting the actual market performance. 
The above method was developed to measure the market-adjusted 
initial returns using discrete data. Most of the previous studies 
used data at different points of time, i.e., first day, first week, 
first month, etc., to measure abnormal returns between the* 
different time intervals. However, Strong (1992) suggested that the 
appropriate method of measuring abnormal returns is by using 
continuous data and calculating the logarithmic returns. 
Theoretically, logarithmic returns are analytically more tractable 
and empirically, they are more likely to be normally distributed, 
which conform to the assumption of standard statistical techniques. 
The calculation is illustrated by the following formula: 
r Pi t^ 
Pj.o 
Similarly, the market returns will be: 
D. ^=Ln[—-] (4) J. t 
Since continuous data will be used in this study, the 
logarithmic returns will also be calculated. However, to ensure 
consistency with other studies for the purpose of comparing the 
results, only the outcomes from discrete method will be used 
throughout this study. 
The market-adjusted excess returns, which represent the level' 
of underpricing will be determined by calculating the differences 
between equations [1] and [2] - for the discrete method, or [3] and 
[4] - for the continuous method, as shown by the following 
equation: 
^j. t-^j, t'^m, t 
where, 
D; ̂  = the excess return J f ̂  
From here, the average excess returns can be determined by using 




N = the number of stocks 
Based from the average excess returns, the level of underpricing 
among new issues as well as the pattern of underpricing can be 
established. 
The standard deviation for each new issue is derived from the-
following calculation: 
The standard deviation indicates the differences between the level 
of underpricing among new stocks and the means. Lower level of 
standard deviation reflects consistency of pricing new issues in 
the primary market. 
Underpricing prevails when the average excess returns are 
greater than zero (D̂  > 0) . To test the hypothesis that D^ = 0, the 
t-statistic is computed using the following formula: 
t= Dt Std 
3.2.2 The aftermarket performance. 
The aftermarket is defined as the period after the 
commencement of trading in the secondary market. Price movements in 
the secondary market will be used to measure market efficiency in 
pricing new issues in the aftermarket. The popular method used by 
researchers is by monitoring the excess returns over a specified 
period of time. In this study, however, the time frame will be 
limited to the first 90 days after listing. This will reflect the 
short-term price behaviours without the effect of other factors 
such as interim dividend payout, ...etc. The most crucial period 
will be within the first few days after listing as market begins to 
adjust the stock prices to their intrinsic values. 
The efficiency of the market will be determined by the 
cumulative average excess returns (CAER) which are derived from 
equations [1], [2] and [5] but by using the daily price movements 
for the first 90 days. This is demonstrated by the following 
formula : 
(6) 
The market is said to be efficient when there are no drastic 
significant changes of the CAER within the initial stage of post-
listing and/or when market reaches a point where the CAER 
stabilizes. In other words, the average daily excess returns should 
not be significantly different from zero.^^ In addition, the time 
taken by the market to reach the stable level will also indicate 
the level of market efficiency. The faster the prices settle to the 
market level, the greater the efficiency level of the market. CAER 
also allows the pattern of short-term prices movement to be 
monitored to reflect the performance of stock prices in the 
Malaysian stock market. 
3.2.3 Factors influencing the underpricinq level. 
This study will analyze the possible factors that may 
influence the level of underpricing. These factors are related to 
issuing companies, their stocks and underwriters. Several factors 
have been identified as independent variables and they are: 
1) number of competing stocks 
2) type of stock 
3) type of sector 
4) offering price 
5) oversubscription ratio 
6) size of issues 
25 See Uhlir (1989), McGuinness (1992) and Yong (1991) for 
studies on the aftermarket performance. 
7) percentage of public portion 
8) type of issues 
9) size of underwriters 
10) net tangible assets (NTA) 
11) company's forecast price earning ratio 
12) company's expected dividend yield 
3.2.4 Significance of independent variables. 
1. The number of stocks competing at the same time period within 
the announcement and listing dates denotes the effect of 
competition among new issues on the level of abnormal returns. This 
will investigate the impact of having more than one new issue in 
the market at any one time. From issuers point of view, more 
competition will mean that they will have to underprice their 
issues to attract investors to invest in their stocks. Therefore, 
the underpricing level is expected to be higher when more stocks 
are available in the market. This variable attempts to determine 
whether the number of competing shares influences the level of 
underpricing. 
2. The type of stock refers to the type of listing board - main 
versus second board. The latter was introduced in the Kuala Lumpur 
Stock Exchange to facilitate the needs of small companies. In 
recent years, it was found that second board stocks have not been 
performing up to expectation after being listed on the stock 
exchange.^^ As such, it was said that the quality of some second* 
board companies is mediocre. Thus, this variable is intended to 
investigate the effect of such claim on the offering prices of new 
issues, which eventually lead to abnormal returns. It is proposed 
that the underpricing level will be greater among second board 
stocks since the authority would want to promote them to the local 
investors in view of the poor performance of second board stocks. 
3. The type of sector relates to the type of companies seeking 
listing on the stock exchange. The primary concern is to 
investigate the underpricing level between the finance and other 
sectors. The finance sector is tightly monitored by the central 
bank of Malaysia. Therefore, it is expected that the pricing of 
stocks in the finance sector will be closed to the intrinsic value. 
Thus, the level of underpricing is expected to be greater in other 
sectors than in the finance sector. 
4. The offering price allows investigations on its relationships 
with the underpricing level. Based on the study in the Korean 
market by Lim (1991) , the lowly-priced new issues were found to 
yield higher level of abnormal returns. As such, this variable will 
be used to explain whether the same practice applies in Malaysia. 
The offering price will determine whether underpricing is prevalent 
among lower price issues or otherwise. 
26 See Malaysian Business, September 16-30, 1992. 
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5. Oversubcription rate is the ratio of applications received-
against the number of shares offered. This will reflect the market 
response to the new issues with the expectation that the higher the 
expected level of underpricing of new issues, the higher the 
oversubscription ratio. High level of oversubscriptions may also 
cause investors to over-react, causing high abnormal returns. 
Therefore, this variable will try to establish the relationships 
between underpricing level and oversubscription ratio. 
6. The size of new issues in Ringgit (the local currency) is 
derived by multiplying the number of shares offered with the 
offering price. It reflects the effect of market capitalization on 
underpricing. Companies that rely on the equity market as a means 
of raising funds will need to ensure that their shares are fully 
subscribed. Therefore, it is hypothesized that the larger the size 
of new issues, the larger the degree of underpricing. 
7. The percentage of shares available to the public (after 
allocation to the company's directors and employees, existing 
shareholders, special groups as required by the Government,..etc.), 
will determine the level of competitiveness for the demand of the 
new issues. Companies that offer larger percentage of shares to the 
public face risks of undersubscriptions if investors perceived the 
issues as unattractive. Therefore, they are expected to offer 
greater level of underpricing since the issuers need to attract 
investors in the open market. 
8. Type of issues refers to the different types of new issues in-
the market, namely public issues and offer for sale. The former 
results in creation of new issues whereas the latter involved 
selling old issues to the public. Previous studies indicate that in 
early eighties, public issues were highly underpriced than offer 
for sale issues. In the nineties, a new trend of combining both 
types of stocks is a common practice in the stock market. These 
variables seek to explore the relationships between types of issues 
and degree of underpricing. 
9. The size of underwriters reflects their reputation as perceived 
by the general public. It is based on their assets in the year of 
underwriting new issues. The degree of underpricing is negatively 
related to the size of underwriters as documented in previous 
studies in developed markets. This concept will also be examined in 
this study. 
10. Net Tangible Assets (NTA) represent the size of each individual 
company. Unlike, the type of listing board as described in variable 
No. 2, this variable investigates the relationships between the 
level of underpricing and the size of each issuing company. Big 
companies (with high NTA's) are associated with the lower level of 
risks thus suggesting that the level of underpricing might be lower 
for big companies. 
11. Forecast price earning ratio and expected gross dividend yield-
reflect the potential of the company in the long run. The better 
the future outlook, the more attractive the new issues become, thus 
the level of underpricing is expected to be lower. These variables 
will also indicate whether investors are interested in new issues 
for short-term profits or long-term investments. 
Factors (1), (2), (3), (4), (6), (7) and (8) are issue-
specific. They explain the impact of the issues on the degree of 
underpricing. The level of underpricing may be the result of 
investors' perception on new issues or deliberate action by 
issuers, underwriters or relevant authorities. 
Factor (5) relates to the market's perception on the new 
issues based on the available information prior to listing. Factor 
(9) is related to the underwriters. Both factors will try to 
uncover the effect of investors' response and underwriters' 
reputations on the level of underpricing. 
Factors (10), (11) and (12) are company-specific. The size of 
the company will reflect the public's perception on the riskiness 
of new issues. The forecast price earning ratio and dividend yield 
reflect the potential of the company in the long run. Thus, these 
factors will determine whether the underpricing level is influenced 
by the nature of the issuing companies. 
These factors will be regressed against the dependent variable 
which is represented by the initial excess returns (Rj,t) as 
calculated using equation [1] above. The multiple regression model 
can be summarized below: 
Rj , t = f(size of issues, number of competing stock, type of 
issues, type of sector, type of listing board, offering price, 
oversubscription ratio, percentage of public portion, size of 
issuer, size of underwriters, forecast price earning ratio, 
expected gross dividend yield). 
3.3 Hypotheses. 
Based on the evidence presented in chapter 2 and the 
explanations provided above, the following hypotheses are developed 
to explain the underpricing practice in Malaysia. 
1. The number of competing shares is positively related to the 
level of underpricing. 
2 . The level of underpricing is negatively related to the stocks in 
the main board. 
3. The level of underpricing is negatively related to the finance 
sector. 
4. The level of underpricing is negatively related to the offering* 
price. 
5. The oversubscription level is positively related to the 
underpricing level. 
6. The level of underpricing is positively related to the size of 
new issues. 
7. The number of shares available to the public is positively 
related to the level of underpricing. 
8 (a) . The level of underpricing is positively related to the public 
issues, or; 
(b) . the level of underpricing is negatively related to the offer 
for sale stock, or; 
(c) . the level of underpricing is not related to the type of 
issues. 
9. The degree of underpricing is negatively related to the size of 
underwriters. 
10. The degree of underpricing is negatively related to the size of 
the issuing companies. 
11. The degree of underpricing is negatively related to the 
expected future performance of the stocks. 
3.4 Data. 
For the first part of the study, the data that will be used to 
measure market-adjusted initial excess returns are the offering 
prices, first day closing prices and KLSE Composite Index for the 
day of listing and the previous day. This research examines the 
Malaysian new issues from January 1987 to August 1992. It covers 
all 117 companies seeking listing in the Kuala Lumpur Stock 
Exchange under six different sectors, namely industrial (44 
companies), finance (21), oil palm (4), property (2), hotel (1) and 
second board (45). The issues are offered either in the form of 
public offer (30), offer for sale (71) or a combination of both 
(16) . 
The time frame was chosen to fill the gap left by previous 
studies. Recent years saw the expansion of the new issues market 
and this study intends to examine the trend of the market relative 
to previous studies. The total population used in this study will 
provide full description of the nature of new issues market in 
recent years. 
3.4.1 Sources of Data. 
The different types of data are obtained from various sources 
as listed below: 
1. KLSE Daily Price Database - for the daily new issues price 
movements for the 117 companies for the first 90 days of trading. 
2. Various companies' prospectuses - for information pertaining to 
the companies and their offering prices. 
3. Arab-Malaysian Banker's Directory - for information on 
underwriters. 
The following items supplement the above sources: 
1. Investors Digest, a monthly bulletin of the KLSE. 
2. Annual Companies Handbook, published by the KLSE. 
3. Malaysian Business and Corporate World, the local business 
magazines. 




This chapter presents results from the analysis of new issues 
as laid out in chapter 3. It starts by presenting the initial 
excess returns, followed by an analysis on short-term aftermarket 
performance of the new issues. It continues to discuss the factors 
found to be relevant in influencing the level of underpricing and 
the correlations between these factors. The pattern of 
oversubscriptions over the years of study and the performance of 
'hot-issues' stocks will also be presented. Finally, this chapter 
will also include results from the analysis on the finance sector. 
4.2 Initial excess returns. 
This study measures initial excess returns using the market 
model. Previous studies based on this model have indicated that new 
issues were highly underpriced in Malaysia. As described in the 
previous chapter, two methods of measuring the initial excess 
returns were used in this study, namely the discrete and the 
continuous methods. Results from the discrete method, which will be 
used throughout this chapter, are presented in table 4.1. The 
results from the continuous method, which is based on logarithmic 
returns, will not be used in comparing the results with previous 
studies to ensure consistency. 
Discrete Method 
Mean 54 .06 
Std Dev 56 .49 
t-stat 11 .12 
Table 4.1 Average market-adjusted initial excess return 
for 135 companies from 1987 to 1992. 
Nonetheless, the market adjusted initial excess return based 
on continuous method was found to be 38.07 percent (std dev. 
29.63). Hence, the results from both methods confirm that 
underpricing was still prevalent among Malaysian new issues until 
recent years. However, they were much lower than results from 
previous studies. At any rate, new issues continue to outperform 
the market, to give initial subscribers of new issues higher 
returns above market level. 
The t-statistics relating to the abnormal returns for all new 
issues was significant at 0.01 (1 percent) level. This further 
confirms that the practice still prevails in Malaysia in recent 
years. The result from continuous method produced much lower rate 
of underpricing than the discrete method. This suggests that 
abnormal returns for Malaysian new issues were not very large had 
previous researchers used continuous data and method instead. 
A further analysis on the initial excess returns reveals that 
the level of underpricing has declined since 1987. This is 
demonstrated in table 4.2, where the level of underpricing dropped 
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from 175.37 percent in 1987 to 41.33 percent in 1992. In 1991, the 
abnormal returns recorded the lowest of all time at 38.23 percent. 
Such improvements bring Malaysia closer to other stock markets 
around Asia, such as Singapore, as far as pricing new issues is 
concerned. The lower level of initial returns also exhibits the 
characteristics of market's maturity and efficiency. 
Year Size Mean Std Dev. 
1992 45 41 .33 42 , .20 
1991 38 38 .23 35, .19 
1990 30 55 .11 43 , .44 
1989 11 81 .90 37, .67 
1988 5 75 .78 67, .32 
1987 6 175 .37 122 , .11 
Table 4.2 Underpricing level in different years 
Figure 4.1 illustrates the level of underpricing over six 
years. Apparently, new issues were massively underpriced in the 
late eighties but the trend declined in the early nineties. Indeed, 
four companies - Econstates, John Master, Trenergy and Seng Hup, 
have recorded negative returns on the first day of trading in 1992. 
These were the first of its kind in the history of Malaysian new 
issues. The high standard deviation implies that new issues were 
not consistently priced, given a wide range between the lowest and 
the highest prices. Such variation has resulted in some initial 
excess returns to deviate greatly from the average level of initial 
returns. 
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The distribution of initial excess returns was found to be not 
normally distributed as shown in figure 4.2. It is skewed to the 
left with over eighty companies recording below average return. 4 6 
companies lay within the range of 20 to 50 percent while 37 
companies recorded below 2 0 percent returns. The fact that the 
majority of new issues registered lower than average level of 
initial excess returns suggests that most of new stocks were priced 
close to the intrinsic value of the companies. The distribution of 
the initial excess returns can be seen in table 4.3. 
Level of Number of 
underpricing stocks 
less than . 0 4 
0 < ER < 20 33 
20 < ER < 50 46 
50 < ER < 70 17 
70 < ER < 100 12 
100 < ER < 130 12 
130 < ER < 200 8 
200 < ER < 300 2 
more than 300 1 
Total 135 
Table 4.3 Distribution of initial excess return 
Note: ER = initial excess returns 
R g 4.2 Distribution of Initial Excess 
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Looking at the different sectors over the six year period, the 
level of underpricing was significantly higher among industrial 
stocks than other stocks from other sectors, which registered lower 
than the average returns. This suggests that with the exception of 
industrial stocks, most new issues were generally moderately 
underpriced. Still, the high level of standard deviation indicates 
that new issues were not consistently priced as suggested earlier. 
The summary results are shown in table 4.4. 
Sector Size Mean Std Dev. 
Second 52 45 .99 41. .26 
Finance 22 36 .84 41, .33 
Hotel 2 60 .27 19, .54 
Industrial 53 71 .56 70 , .06 
Oil Palm 4 43 .92 46 , .64 
Property 2 3 .56 7, .52 
Table 4.4 Underpricing level between different sectors 
from 1987 to 1992. 
A summary of the underpricing level between different sectors 
in different years is presented in table 4.5. It provides detailed 
analysis of sectorial performance during the respective year. 











































Table 4.5 Underpricing level between different sectors in 
different years from 1987 to 1992. 
(Note: No. in bracket indicates std. deviation.) 
Consistent with earlier findings, the level of underpricing 
between sectors had declined over the past six years. The fact that 
four companies registered negative returns indicates that the 
practice of underpricing, despite continuing to exist, is not as 
large as it used to be in the early eighties. Looking at the 
standard deviations among different sectors, it is apparent that 
new issues were not consistently priced as evidenced by the high 
variable of excess returns across the sectors. However, except for 
1987 and 1991, finance sector recorded the lowest variation of 
excess returns among sectors within the stock exchange. Overall, 
Malaysian new issues have experienced tremendous changes with 
regard to initial excess returns. 
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4.3 The aftermarket performance. 
This study observes the performance of new issues' prices for 
the first 90 days to monitor the short-run excess returns after 
listing. Previous studies produced conflicting results on the 
performance of the aftermarket as discussed in the earlier chapter. 
The results of this study are shown in table 4.6 to 4.12. Due to 
the unavailability of data, the results only cover the performance 
of 133 companies. 
Overall, the short-term returns were found to have declined 
over the first 90 days from 51.80 percent to 48.27 percent as shown 
in table 4.6. This is illustrated in figure 4.3. This finding is 
consistent with the results of the study by Yong (1991). However, 
the excess returns registered positive returns during the first two 
days and after sixty days of trading, thus indicating that market 
has yet to settle during the initial stage of listing. Perhaps, the 
active trading of new issues during the initial period of listing 
may have attributed to such performance. Nonetheless, prices 
fluctuated at a small and declining rate. This is consistent with 
previous findings which reported small excess returns in the 
aftermarket. Such pattern exhibits the characteristic of market's 
efficiency in pricing new issues in the open market, similar to 
other stock markets around the world. 
Table 4.6 Overall cumulative daily market-adjusted excess 
return for the first 90 days from 1987 to 1992 
(133 companies) 
Day AER CAER Day AER CAER 
1 51.79 51.79 46 -0.17 46.68 
2 1.69 53.49 47 0.04 46.72 
3 -0.27 53.22 48 0.07 46.79 
4 -0.50 52.72 49 -0.06 46.73 
5 -0.38 52.34 50 -0.25 46.48 
6 -0.18 52.16 51 0.10 46.58 
7 -0.21 51.95 52 0.11 46.68 
8 -0.21 51.74 53 0.22 46.90 
9 -0.56 51.17 54 0.07 46.97 
10 -0.49 50.68 55 -0.12 46.85 
11 -0.33 50.36 56 0.01 46.85 
12 -0.22 50.13 57 0.12 46.98 
13 0.04 50.17 58 -0.01 46.97 
14 -0.37 49.80 59 -0.25 46.73 
15 -0.33 49.47 60 0.04 46.77 
16 -0.34 49.13 61 -0.26 46.50 
17 -0.15 48.98 62 0.01 46.51 
18 -0.22 48.77 63 0.45 46.96 
19 0.31 49.08 64 0.29 47.26 
20 -0.33 48.75 65 0.35 47.61 
21 -0.14 48.62 66 0.22 47.84 
22 -0.07 48.54 67 -0.05 47.79 
23 -0.24 48.30 68 -0.06 47.73 
24 -0.13 48.18 »9 0.21 47.94 
25 -0.32 47.85 70 -0.12 47.82 
26 0.18 48.03 71 0.03 47.85 
27 0.14 48.17 72 0.43 48.28 
28 0.16 '48.33 73 0.38 48.66 
29 -0.36 47.97 74 -0.04 48.62 
30 0.02 47.99 75 -0.01 48.61 
31 0.05 48.04 76 -0.12 48.50 
32 -0.26 47.79 77 -0.28 48.22 
33 0.13 47.91 78 -0.03 48.19 
34 -0.09 47.83 79 -0.05 48.13 
35 -0.26 47.57 80 -0.10 48.03 
36 0.06 47.63 81 -0.16 47.87 
37 -0.04 47.58 82 0.19 48.06 
38 -0.14 47.44 83 -0.05 48.01 
39 -0.18 47.26 84 0.09 48.10 
40 -0.10 47.16 85 -0.16 47.94 
41 -0.05 47.11 86 0.04 47.98 
42 -0.34 46.77 87 -0.08 47.90 
43 -0.02 46.75 88 0.42 48.32 
44 0.26 47.01 89 -0.16 48.16 
45 -0.16 46.85 90 0.11 48.27 
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Tables 4.7 to 4.12 demonstrate the performance of new issues 
listed in 1992 down to 1987. Except for that of 1989, the 
performance of stock prices in other years declined over the first 
90 days after listing. New issues in 1989 registered positive 
returns over the same period from 75.71 percent to 81.92 percent 
but the changes were rather small. The daily price movements can be 
seen in figure 4.4. 
Except for 1987, the prices of new issues in the other five 
years were almost stagnant in the short-run after listing, yielding 
only small if not negative returns. The excess returns for the 
first two days of trading for 1987 were apparently very high which 
may affect the overall aftermarket performance. Isolating the 
performance of stock prices in 1987, the aftermarket returns for 
any other years were therefore insignificant. Thus, it confirms 
previous findings that Malaysian secondary market is efficient in 
pricing new issues. Judging by the performance of stock prices over 
the short-term period, it is obvious that the price changes were 
not large enough to yield high returns in the aftermarket. 
Table 4 . 7 Cumulative daily market-adjusted excess return 
for the first 90 days in 1992 (45 companies). 
Day AER CAER Day AER CAER 
1 41 .70 41 .70 46 -0.53 26.07 
2 -0.98 40.72 47 0 .11 26 .19 
3 -0.94 39 .78 48 0 .05 26.24 
4 -0.15 39.62 49 0 .11 26 .35 
5 -0.52 39 .10 50 -0.14 26 .21 
6 -0.17 38.93 51 -0.06 26.15 
7 -0.58 38.35 52 0 .02 26 .18 
8 -0.24 38.11 53 0 .28 26 .45 
9 -0.92 37 .19 54 -0.02 26.44 
10 -0.64 36.56 55 -0.09 26.35 
11 -0.80 35.76 56 0 .46 26 .81 
12 -0.79 34.97 57 0.23 27.04 
13 0 .12 35 .09 58 -0.10 26.94 
14 -1.01 34 .08 59 -0.48 26.46 
15 -0.51 33.57 60 0 .28 26.74 
16 -0.56 33 .00 61 -0.47 26 .27 
17 -0.20 32 .80 62 0 .69 26 .96 
18 -0.63 32.16 63 0.63 27 .59 
19 0.93 33.10 64 0 .39 27.97 
20 -0.47 32.63 65 1.43 29 .41 
21 -0.35 32 .28 66 -0.37 29.04 
22 -0.16 32.12 67 0 .08 29 .12 
23 -0.38 31.74 68 0 .01 29.13 
24 -0.48 31.27 «.69 0.14 29.27 
25 -0.73 30.53 70 0 .17 29.44 
26 -0.16 30.37 71 0 .91 30 .35 
27 0.04 30.41 72 0 .99 31.34 
28 -0.42 29.99 73 1 .20 32.54 
29 -0.53 29.46 74 -0.03 32.51 
30 -0.20 29.27 75 -0.24 32 .27 
31 0.13 29.39 76 0 .21 32 .49 
32 -0.48 28.92 77 -0.59 31 .89 
33 -0.19 28.72 78 0 .48 32 .37 
34 0.07 28.79 79 -0.09 32 .28 
35 -0.19 28 .60 80 -0.31 31 .98 
36 -0.02 28 .58 81 -0.45 31.53 
37 -0.27 28.31 82 0.53 32.06 
38 -0.34 27.97 83 0 .35 32 .41 
39 -0.36 27.60 84 0 .41 32.83 
40 -0.52 27.09 85 0 .01 32.84 
41 -0.20 26.88 86 0.22 33.06 
42 -0.06 26.82 87 0 .08 33.14 
43 -0.25 26.57 88 0.13 33.27 
44 -0.02 26.54 89 0.67 33.94 
45 0 .07 26.61 90 0 .42 34 .36 
Table 4 . 8 Cumulative d a i l y market -ad justed e x c e s s re turn 
f o r the f i r s t 90 days in 1991 (38 companies ) . 
Day AER CAER Day AER CAER 
1 38.44 38.44 46 - 0 . 2 2 33.43 
2 - 0 . 5 9 37.85 47 0 .00 33.44 
3 0 .19 38.05 48 - 0 . 0 1 33.43 
4 - 0 . 1 0 37.95 49 0 .30 33.73 
5 - 0 . 0 8 37.87 50 - 0 . 2 9 33.43 
6 - 0 . 4 5 37.42 51 - 0 . 0 9 33.34 
7 0.13 37.55 52 - 0 . 6 3 32.71 
8 - 0 . 3 5 37.20 53 - 0 . 0 1 32.69 
9 - 0 . 7 7 36.43 54 - 0 . 4 1 32.28 
10 - 0 . 2 9 36.15 55 - 0 . 0 6 32 .22 
11 - 0 . 3 7 35.78 56 - 0 . 7 2 31 .50 
12 - 0 . 6 6 35.12 57 0 .42 31.92 
13 - 0 . 2 9 34.83 58 - 0 . 3 0 31.62 
14 0 .31 35.14 59 - 0 . 4 2 31 .20 
15 0.06 35.20 60 - 0 . 0 2 31.19 
16 - 0 . 1 5 35.05 61 - 0 . 3 2 30.86 
17 - 0 . 2 0 34.84 62 - 0 . 1 7 30 .70 
18 - 0 . 1 5 34.69 63 0.06 30.76 
19 - 0 . 2 1 34.48 64 0 .05 30 .81 
20 - 0 . 3 3 34.15 65 - 0 . 2 0 30 .61 
21 0 .21 34.36 66 0.24 30.85 
22 0 .10 34.47 67 - 0 . 2 4 30.61 
23 - 0 . 0 6 34.41 68 - 0 . 3 8 30.23 
24 - 0 . 1 1 34.30 69 0.36 30.60 
25 - 0 . 0 6 34.24 70 - 0 . 3 0 30.30 
26 0 .11 34.35 71 - 0 . 8 0 29.49 
27 0.08 34.43 72 - 0 . 1 4 29.35 
28 - 0 . 0 6 34.37 73 - 0 . 1 6 29.19 
29 - 0 . 3 0 34.07 74 0 .20 29.39 
30 0.28 34.35 75 - 0 . 3 3 29.06 
31 0.14 34.50 76 - 0 . 2 6 28 .80 
32 - 0 . 4 5 34.05 77 - 0 . 1 2 28.68 
33 0.26 34.31 78 - 0 . 2 5 28.43 
34 - 0 . 3 0 34.01 79 - 0 . 5 0 27.93 
35 - 0 . 2 3 33.79 80 0 .25 28.18 
36 0.01 33.79 81 0 .01 28.19 
37 - 0 . 2 4 33.56 82 0 .22 28 .41 
38 0.17 33.72 83 - 0 . 2 2 28.19 
39 - 0 . 0 8 33.64 84 - 0 . 0 7 28.12 
40 - 0 . 2 5 33.40 85 - 0 . 6 2 27 .51 
41 - 0 . 0 0 33.39 86 - 0 . 4 7 27.04 
42 - 0 . 3 3 33.06 87 0.06 27.10 
43 0.32 33.38 88 0 .70 27.80 
44 0 .70 34.08 89 - 0 . 7 3 27.06 
45 - 0 . 4 3 33.65 90 - 0 . 3 1 26.75 
Table 4.9 Cumulative daily market-adjusted excess return 
for the first 90 days in 1990 (30 companies). 
Day AER CAER Day AER CAER 
1 55.11 55.11 46 0.04 52.90 
2 0.47 55.58 47 0.42 53.32 
3 0.23 55.81 48 0.31 53.63 
4 -1.41 54.39 49 -0.66 52.97 
5 -0.99 53.41 50 -0.46 52.51 
6 -0.30 53.10 51 0.44 52.95 
7 -0.43 52.67 52 1.23 54.18 
8 0.09 52.76 53 0.62 54.80 
9 -0.15 52.62 54 0.14 54.94 
10 -0.83 51.78 55 -0.25 54.69 
11 0.01 51.79 56 0.51 55.20 
12 0.42 52.21 57 -0.32 54.88 
13 0.20 52.40 58 0.30 55.18 
14 -0.26 52.14 59 0.02 55.20 
15 -0.30 51.84 60 0.12 55.32 
16 -0.29 51.55 61 0.04 55.36 
17 0.04 51.59 62 -0.16 55.20 
18 -0.08 51.52 63 0.27 55.47 
19 -0.72 50.80 64 0.05 55.52 
20 0.20 51.00 65 -0.25 55.27 
21 -0.11 50.89 66 0.53 55.80 
22 0.10 50.99 67 0.11 55.92 
23 -0.19 50.80 68 0.13 56.05 
24 0.70 51.50 «.69 0.41 56.46 
25 -0.06 51.44 70 -0.29 56.17 
26 0.32 51.76 71 -0.56 55.61 
27 0.14 51.90 72 -0.11 55.50 
28 1.06 52.96 73 0.41 55.91 
29 -0.10 52.86 74 -0.45 55.45 
30 0.13 52.98 75 1.16 56.61 
31 0.10 53.09 76 -0.42 56.20 
32 0.10 53.19 77 -0.29 55.91 
33 0.43 53.62 78 -0.65 55.25 
34 -0.08 53.54 79 0.46 55.71 
35 -0.52 53.02 80 -0.11 55.60 
36 0.44 53.45 81 -0.16 55.44 
37 0.47 53.93 82 0.10 55.54 
38 -0.77 53.15 83 -0.10 55.44 
39 -0.05 53.10 84 -0.13 55.31 
40 0.30 53.40 85 -0.36 54.96 
41 0.11 53.51 86 0.25 55.21 
42 -0.40 53.11 87 -0.09 55.12 
43 -0.03 53.09 88 0.29 55.41 
44 0.38 53.46 89 -0.42 54.99 
45 -0.61 52.86 90 -0.20 54.79 
Table 4 .10 Cumulative d a i l y market -ad jus ted e x c e s s re turn 
f o r the f i r s t 90 days in 1989 (10 companies ) . 
Day AER CAER Day AER CAER 
1 75.71 75.71 46 0 .12 76.11 
2 - 0 . 3 7 75.34 47 - 0 . 0 3 76.08 
3 0 .01 75.36 48 - 0 . 1 3 75.95 
4 - 0 . 1 1 75.25 49 - 0 . 3 0 75.65 
5 - 0 . 0 2 75.22 50 0 .51 76.15 
6 0 .31 75.53 51 0 .24 76.39 
7 - 0 . 0 5 75.48 52 - 0 . 3 0 76.08 
8 - 0 . 2 4 75.24 53 - 0 . 9 4 75.14 
9 - 0 . 3 3 74.90 54 0.35 75.49 
10 - 0 . 3 7 74.54 55 1.26 76.75 
11 - 0 . 4 1 74.13 56 - 0 . 4 4 76.30 
12 0 .81 74.93 57 0.04 76.34 
13 0.74 75.67 58 0.16 76.50 
14 - 0 . 6 4 75.04 59 - 0 . 0 5 76.46 
15 - 0 . 1 3 74.91 60 0.54 76.99 
16 0.59 75.50 61 0.46 77.45 
17 - 0 . 2 6 75.24 62 0 .20 77.65 
18 0 .33 75.57 63 - 0 . 4 1 77.24 
19 1.78 77.35 64 - 0 . 0 1 77.23 
20 - 0 . 7 9 76.57 65 1 .00 78.23 
21 - 0 . 8 0 75.76 66 2 .27 80.50 
22 - 0 . 0 2 75.74 67 - 0 . 0 0 80.49 
23 0.54 76.29 68 0 .40 80.89 
24 - 0 . 1 2 76.17 ^69 0.84 81.73 
25 - 0 . 2 6 75.90 70 0.44 82.17 
26 - 0 . 0 6 75.84 71 0 .41 82.57 
27 0.67 76.51 72 0.09 82.66 
28 0 .50 77.01 73 0.39 83.05 
29 - 0 . 6 8 76.33 74 0 .20 83:25 
30 0 .01 76.35 75 0 .03 83.28 
31 - 0 . 0 7 76.28 76 - 0 . 7 4 82.54 
32 - 0 . 1 3 76.15 77 - 0 . 0 2 82.52 
33 0 .42 76.57 78 0 .08 82.61 
34 - 0 . 5 1 76.06 79 0 .58 83.18 
35 - 0 . 2 4 75.82 80 - 0 . 7 6 82.43 
36 - 0 . 5 9 75.23 81 0 .02 82.44 
37 - 0 . 5 7 74.66 82 - 0 . 4 8 81.96 
38 0 .60 75.26 83 - 0 . 5 6 81.40 
39 0.59 75.85 84 0.24 81.64 
40 1.22 77.07 85 0.24 81.89 
41 0.26 77.34 86 - 0 . 2 5 81.64 
42 - 1 . 4 0 75.94 87 - 1 . 2 3 80.41 
43 - 0 . 4 0 75.54 88 0.64 81.05 
44 - 1 . 0 6 74.48 89 - 0 . 2 6 80.79 
45 1.52 75.99 90 1.13 81.92 
T a b l e 4 . 1 1 C u m u l a t i v e d a i l y m a r k e t - a d j u s t e d e x c e s s r e t u r n 
f o r t h e f i r s t 90 d a y s i n 1988 (5 c o m p a n i e s ) . 
Day AER CAER Day AER CAER 
1 7 5 . 7 8 7 5 . 7 8 46 - 0 . 3 3 6 6 . 4 7 
2 - 4 . 1 1 7 1 . 6 8 47 - 1 . 1 0 6 5 . 3 7 
3 - 1 . 1 9 7 0 . 4 9 48 0 . 4 0 6 5 . 7 7 
4 - 0 . 9 9 6 9 . 5 0 49 0 . 0 2 6 5 . 7 9 
5 - 0 . 1 4 6 9 . 3 6 50 - 0 . 7 6 6 5 . 0 3 
6 - 0 . 3 4 L 6 9 . 0 2 51 - 0 . 5 6 6 4 . 4 7 
7 1 . 0 9 7 0 . 1 1 52 - 0 . 2 1 6 4 . 2 6 
8 0 . 3 4 7 0 . 4 5 53 - 0 . 8 5 6 3 . 4 0 
9 - 0 . 8 5 6 9 . 6 0 54 - 0 . 2 0 6 3 . 2 0 
10 - 1 . 0 8 6 8 . 5 2 55 - 0 . 1 7 6 3 . 0 3 
11 1 . 5 9 7 0 . 1 1 56 - 1 . 5 2 6 1 . 5 1 
12 0 . 2 7 7 0 . 3 8 57 - 0 . 1 6 6 1 . 3 5 
13 - 0 . 0 6 7 0 . 3 3 58 0 . 1 0 6 1 . 4 5 
14 - 0 . 5 4 6 9 . 7 9 59 - 0 . 0 0 6 1 . 4 4 
15 - 0 . 2 1 6 9 . 5 7 60 - 0 . 9 6 6 0 . 4 8 
16 - 0 . 1 9 6 9 . 3 8 61 - 0 . 2 1 6 0 . 2 7 
17 - 0 . 4 7 6 8 . 9 1 62 - 0 . 3 8 5 9 . 8 9 
18 0 . 2 4 6 9 . 1 5 63 0 . 3 0 6 0 . 1 9 
19 1 . 0 9 7 0 . 2 4 64 1 . 1 7 6 1 . 3 6 
20 - 0 . 4 9 6 9 . 7 5 65 0 . 5 6 6 1 . 9 2 
21 - 1 . 1 3 6 8 . 6 3 6.6 0 . 1 2 6 2 . 0 4 
22 - 0 . 1 8 6 8 . 4 4 67 - 0 . 2 6 6 1 . 7 8 
23 0 . 5 8 6 9 . 0 3 68 - 0 . 9 0 6 0 . 8 8 
24 - 0 . 9 0 6 8 . 1 2 m.69 - 0 . 6 3 6 0 . 2 5 
25 0 . 4 9 6 8 . 6 1 70 0 . 4 7 6 0 . 7 3 
26 - 0 . 5 3 6 8 . 0 8 71 - 0 . 8 3 5 9 . 9 0 
27 1 . 1 2 6 9 . 2 0 72 0 . 4 7 6 0 . 3 7 
28 0 . 1 3 6 9 . 3 3 73 - 0 . 7 7 5 9 . 6 0 
29 0 . 3 3 6 9 . 6 6 74 0 . 2 0 5 9 . 8 1 
30 0 . 1 2 6 9 . 7 8 75 - 0 . 9 4 5 8 . 8 6 
31 - 0 . 8 3 6 8 . 9 5 76 - 0 . 0 2 5 8 . 8 5 
32 0 . 0 5 6 9 . 0 1 77 0 . 1 5 5 8 . 9 9 
33 - 0 . 1 3 6 8 . 8 8 78 0 . 1 6 5 9 . 1 5 
34 0 . 7 3 6 9 . 6 1 79 0 . 2 7 5 9 . 4 2 
35 - 0 . 0 5 6 9 . 5 6 80 - 0 . 4 4 5 8 . 9 8 
36 - 0 . 8 8 6 8 . 6 8 81 0 . 3 2 5 9 . 3 0 
37 0 . 1 9 6 8 . 8 7 82 - 0 . 3 6 5 8 . 9 4 
38 1 . 0 9 6 9 . 9 6 83 - 0 . 9 5 5 8 . 0 0 
39 - 1 . 0 3 6 8 . 9 4 84 - 1 . 4 3 5 6 . 5 7 
40 - 0 . 6 4 6 8 . 2 9 85 - 0 . 0 2 5 6 . 5 5 
41 - 0 . 6 7 6 7 . 6 2 86 2 . 4 9 5 9 . 0 4 
42 - 0 . 4 8 6 7 . 1 4 87 - 0 . 3 6 5 8 . 6 7 
43 0 . 0 9 6 7 . 2 3 88 0 . 9 7 5 9 . 6 4 
44 0 . 1 2 6 7 . 3 4 89 0 . 2 4 5 9 . 8 8 
45 - 0 . 5 4 6 6 . 8 0 90 - 0 . 2 7 5 9 . 6 1 
Table 4 .12 Cumulative d a i l y market -ad justed e x c e s s re turn 
f o r the f i r s t 90 days in 1987 (5 companies ) . 
Day AER CAER Day AER CAER 
1 152.41 152.41 46 1.67 216.86 
2 60.38 212.79 47 - 1 . 3 4 215.52 
3 - 0 . 2 9 212.50 48 - 0 . 6 7 214.85 
4 - 1 . 6 2 210.88 49 - 0 . 2 3 214.62 
5 1.28 212.17 50 - 0 . 6 5 213.96 
6 1.85 214.01 51 1.30 215.26 
7 0 .21 214.22 52 0 .88 216.14 
8 - 1 . 2 8 212.95 53 2 .37 218.52 
9 1 .50 214.45 54 3 .76 222.27 
10 1.65 216.10 55 - 2 . 8 5 219.42 
11 0.48 216.57 56 0.95 220.37 
12 1.84 218.41 57 0.03 220.40 
13 - 0 . 4 9 217.93 58 0 .72 221.13 
14 0 .40 218.33 59 0 .93 222.06 
15 - 2 . 3 8 215.95 60 - 2 . 1 6 219.89 
16 - 2 . 1 7 213.78 61 - 1 . 3 0 218.60 
17 0.24 214.03 62 - 3 . 7 8 214.81 
18 0 .60 214.63 63 4 .86 219.68 
19 1.17 215.80 64 2 .52 222.19 
20 - 1 . 1 0 214.71 65 - 3 . 0 6 219.13 
21 1.29 216.00 66 - 0 . 3 7 218.76 
22 - 1 . 6 8 214.32 67 - 0 . 6 2 218.15 
23 - 3 . 0 1 211.31 68 0.56 218.70 
24 - 1 . 3 5 209.95 69 - 1 . 8 8 216.83 
25 - 1 . 1 3 208.82 70 - 2 . 1 0 214.73 
26 4.16 212.97 71 2.07 216.80 
27 - 0 . 6 7 212.31 72 3 .66 220.45 
28 1.00 213.31 73 - 2 . 0 2 218.43 
29 - 0 . 8 7 212.44 74 - 0 . 1 3 218.29 
30 - 0 . 6 7 211.77 75 - 1 . 6 3 216.66 
31 - 0 . 6 2 211.15 76 0.96 217.62 
32 0.53 211.68 77 0.52 218.14 
33 - 0 . 1 9 211.50 78 0.28 218.42 
34 0.14 211.63 79 - 0 . 9 6 217.47 
35 0.17 211.80 80 0.75 218.22 
36 1.16 212.96 81 0 .18 218.40 
37 1.13 214.10 82 - 0 . 5 7 217.83 
38 0.49 214.59 83 - 0 . 0 7 217.75 
39 - 0 . 8 7 213.72 84 0.82 218.58 
40 0.39 214.11 85 1.92 220.50 
41 - 0 . 0 7 214.04 86 - 0 . 9 3 219.57 
42 - 0 . 4 1 213.62 87 0.16 219.73 
43 0.23 213.86 88 0.78 220.51 
44 1.66 215.51 89 - 2 . 0 2 218.49 
45 - 0 . 3 2 215.19 90 0.74 219.23 
Rg 4.4 Cumulative daily average 
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4.4 Factors affecting the underpricina level. 
In chapter 3, twelve independent variables have been 
identified as possible factors that may affect the underpricing 
level among new issues in Malaysia. A regression analysis on the 
model has been conducted to analyze any factors that contribute 
significantly to the level of underpricing during the period of 
1987 to 1992. Only 117 companies were included, covering January 
1987 to August 1992. The results are shown in table 4.13. The 
results will also be used to test the hypothesis in the upcoming 
section. 
Variable Coefficient T-statistic 
Competing stock -1, .464 0 , .1462 
Type of board 3 , .186* 0 , . 0019 
Finance sector -1, .571 0 , .1192 
Offering price -1, .116 0, .2672 
Oversubscription 7, .819* 0 , .0001 
Size of issues 0. .195 0 , .8456 
Public portion 1, .266 0 , .2084 
Public issues 0, .031 0 , . 9751 
Offer for sale -0 , .419 0, .6759 
Size of u/writer -0. .680 0. .4981 
Size of issuer 0, .749 0 . 4553 
PE ratio 4 . 176* 0 . 0001 
Dividend yield 2 , .527** 0 . 0130 
Table 4.13 Results from the regression analysis 
* significant at 1 percent 
** significant at 5 percent 
The results of the regression revealed an R-squared value of 
61.31 percent and F-statistics of 12.59 (significant at the 0.01 (1 
percent) level. These statistical measures are sufficiently high to 
enable considerable reliance to be placed on the detailed output. 
However, despite the high R-squared value, only four variables 
deemed to be strong explanatory variables of the underpricing level 
in Malaysia. Apparently, the underpricing level is greater among 
companies listed in the main board than in the second board. It is 
also obvious that the underpricing level is positively related to 
the oversubscription rate. In addition, the price earning ratio and 
the dividend yield also play an important role in determining the 
level of underpricing. 
4.4.1 Hypotheses testing. 
Based on the results from the regression analysis, the 
reliability of the hypotheses formulated in the previous chapter 
can be determined. As presented earlier, only four variables have 
been identified as powerful explanatory variables of underpricing. 
Therefore, the results are not significant to accept or reject the 
hypotheses. However, based on the coefficient of each independent 
variable as listed in table 4.12, the relationships between each 
variable and the level of underpricing can be established. The 
results indicate that : 
1 • the level of underpricing is negatively related to the number of 
competing stocks. This contradicts with the earlier proposition 
that the number of competing shares is positively related to the 
level of underpricing. 
2. the level of underpricing is positively related to the stocks 
listed on the main board. This contradicts with the hypothesis that 
the level of underpricing is negatively related to the stocks in 
the main board. 
3. the level of underpricing is negatively related to the stocks 
listed in the finance sector. This is consistent with the proposed 
hypothesis. 
4. the level of underpricing is negatively related to the offering 
price. This supports the proposed hypothesis. 
5. the level of underpricing is positively related to the level of 
oversubscription, which is consistent with the hypothesis. 
6. the level of underpricing is positively related to the amount or 
total value of new issues, which supports the hypothesis. 
7. the number of shares available to the public is positively 
related to the level of underpricing and this supports the proposed 
hypothesis. 
8 (a) . The level of underpricing is positively related to public 
issues. This supports the proposed hypothesis. 
(b). the level of underpricing is negatively related to offer for 
sale stocks. This is consistent with the proposed hypothesis. 
(c) . based on the results in 8(a) and 8(b), the level of 
underpricing is not expected to be related to the type of issues. 
This supports the proposed hypothesis as presented in chapter 3. 
9. the level of underpricing is negatively related to the size of 
underwriters. This also supports the hypothesis. 
10 . The degree of underpricing is positively related to the size of 
issuing companies, which contradicts with the proposed hypothesis. 
11. the level of underpricing is positively related to the forecast 
price earning ratio of the companies and the expected dividend 
yield of the companies. These findings contradict the proposed 
hypothesis that the degree of underpricing is negatively related to 
the expected future performance of the stocks. 
4.4.2 Correlation analysis. 
A further investigation to observe the pattern of underpricing 
in Malaysia was conducted using correlation analysis. The 
relationships among nine independent variables were studied (size 
of issues, number of competing stocks, offering price, 
oversubscription ratio, percentage of public portion, size of 
underwriters, size of issuer, forecast price earning ratio and 
expected gross dividend yield). 
Due to the large size of the outcomes, only variables that are 
correlated at 1 percent level will be discussed. Of the possible 74 
correlations, only eight correlations demonstrated high correlation 
power at 1 percent. They are summarized in table 4.14. 
Variables Correlation 
Oversub and compete -0.3672 
Oversub and price -0.3002 
Price and amount 0 .4835 
Price and size 0.3824 
Price and gross 0.5145 
Price and dividend -0 .4538 
Amount and dividend -0.2373 
Amount and size 0.9311 
Table 4.14 Summarized results of the statistically 
significant correlations in the correlation analysis. 
Apparently, the oversubscription rate is negatively correlated 
to the number of competing stocks and the offering price. This 
implies that during the past six years, investors flocked into new 
issues when there were fewer competitions among issuing companies 
for funds and when the offering price was lower. The price of new 
issues is positively correlated to the amount of new issues, the 
size of the issuing companies and the forecast price earning ratio 
of the issuing companies. The price is also negatively correlated 
to forecast dividend yield. The results suggest that the authority 
took into consideration the nature of the issuing companies before 
approving the proposed amount to be raised and the offering price. 
The amount of money to be raised is negatively correlated to 
the forecast dividend yield and the size of the issuing companies. 
This suggests that the capability of the company to raise money in 
the past six years was measured by the expected dividend yield and 
the size of the issuing companies. This is consistent with the 
above correlations and confirms that the nature and the long-term 
prospect of issuing companies are crucial information for the 
authority in evaluating their applications to go public. However, 
it is important to remember that results from the correlation 
analysis only describe the relationships of the independent 
variables. It does not explain the causality of the events. 
Therefore, the interpretations of the above correlations relate 
only to the observed pattern of underpricing during the years of 
1987 to 1992. 
4.5 Oversubscription level. 
Previously, a study on the oversubscription level of Malaysian 
new issues has reported that they were oversubscribed by almost 4 6 
times (Yong, 1991) . In this study, the level of oversubscription 
ratio during the last six years was investigated and it was 
discovered that it has declined to 25.83 (std dev. 23.85). This 
ratio ranges from the lowest of 0.04 to the highest of 132.4. A 
comprehensive result of the study is illustrated in table 4.15. 
Year High Low Average Std Dev. 
1992 47. .63 0. .04 14. .54 11, .09 
1991 69, .73 1. .45 29. .12 17, .29 
1990 112, .62 1. .03 33 . 05 29, .48 
1989 80. .4 0 . 38 24 . 16 23 , .02 
1988 63 , .3 6 . 2 21, .68 21, .15 
1987 132 , .4 1. .2 60 , .13 42 , .58 
Table 4.15 Level of oversubscription in the years of 1987 to 1992 
4.6 Performance of the 'Hot-Issues'. 
In this study, 'hot-issues' are defined as stocks that yield 
above eighty percent of market-adjusted initial excess return. 
Eighty percent is used as the cut-off point to distinguish issues 
with excessive abnormal returns from the rest. During the past six 
years, there were three occasions when new issues recorded 
excessively higher initial excess returns beyond the average level 
within respective period. They were January to March 1990, March to 
July 1991 and November to December 1992. 
During these periods, there were 4, 6, and 4 new issues that 
recorded above average return respectively. Each produced more than 
eighty percent excess returns above the average level for the 
respective year. On average, they each account for 136.98, 108.81 
and 140.43 percent. These are way above the yearly average of 
175.37, 55.11 and 38.23 percent respectively. A detailed 
performance of the 'hot-issues' is listed in table 4.16. 
Looking at the number of these 'hot-issues', it is obvious 
that they were in the minority. There were other new issues that 
produced above average returns but they occurred independently. The 
distribution of the excess returns can be referred to table 4.3 in 
page 73. Although their number was small, the excess returns from 
these issues were so high that they pushed the overall average up. 
This suggests that the above average returns can be associated to 
the market's response to a particular stock or perhaps, it is a 
result of 'hot market'. 









1 18/5/87 Dreamland Holdings 290.16 175.37 115.37 
2 25/4/88 Sistem Televisyen Malay 203.60 75.78 168.67 
3 8/1/90 Wing Teik Holdings 102.65 55.11 86.26 
4 8/2/90 Scientex 156.63 55.11 184.21 
5 19/2/90 Computer Forms 114.62 55.11 107.98 
6 28/3/90 Central Industrial Corp 174.01 55.11 215.75 
7 26/3/91 Pan Pacific Asia 110.47 38.23 188.96 
8 11/4/91 Denko Industrial 77.85 38.23 103.64 
9 30/5/91 Binaan Setegap 121.92 38.23 218.91 
10 31/5/91 OSK holdings 99.95 38.23 161.44 
11 20/6/91 Mercury Industries 110.43 38.23 188.86 
12 25/7/91 Angkasa Marketing 132.22 38.23 245.85 
13 28/1/92 HIL Industrifes 105.84 42.2 150.81 
14 16/4/92 UCM Industries Corporat 110.60 42.2 162.09 
15 28/5/92 Tenaga Nasional 92.93 42.2 120.21 
16 22/7/92 Kin Hin Industry 76.82 42.2 82.04 
17 13/11/9 CHG Industries 109.25 42.2 158.89 
18 20/11/9 H & R Johnson (M) Berha 103.18 42.2 144.50 
19 23/11/9 Kelang Container Termin 170.65 42.2 304.38 
20 9/12/92 MGR Corporation 178.64 42.2 323.32 
Note: The figures above are in percentage (%). 
4.7 Performance of finance sector. 
During the period of 1987 to 1992, 22 companies were listed 
under the finance sector. 5 companies were listed in 1992, 8 in 
1991, 4 in 1990, 2 in 1988 and 3 in 1987. None were listed in 1989. 
The companies consist of commercial banks, finance companies, 
insurance companies, investment holdings, merchant banks and 
stockbroking houses. A detailed breakdown of the finance sector is 
listed in table 4.17. 
1992 1991 1990 1989 1988 1987 Total 
Comm Bank 1 2 1 - - 2 6 
Fin. Company 2 - - - - - 2 
Insurance - - - - - 1 1 
Investment - 1 - - - - 1 
Merch. Bank - - - - 1 - 1 
Stockbroker 1 5 3 - 1 - 10 
Dev. Finance 1 - - - - - 1 
Total 5 8 4 0 2 3 22 
Table 4.17 Companies listed under finance sector. 
The underpricing level between companies under finance sector 
is shown in table 4.18. Similar to the above findings, the level of 
underpricing has declined over the past six years. Among the six 
different sectors, stockbroking houses consistently recorded higher 
returns compared to other sectors, except for commercial banks 
which recorded extraordinarily high returns in 1987. However, this 
could have been influenced by the prevalent high underpricing 
activities during that time. 
1992 1991 1990 1989 1988 1987 
Comm Bank 10. 00 10. 92 14 . ,78 117. 43 
Fin. Company 14, .65 -
Insurance 61. 00 
Investment 16 , .25 _ 
Merch. Bank 12 . 50 -
Stockbroker 41. .92 59, .71 16, .77 76 .01 -
Dev. Finance 26 .52 -
Table 4.18 Underpricing level in the finance sector 
4.8 Summary. 
This chapter has summarized the performance of new issues 
during the last six years. The level of initial underpricing was 
found to be declining in recent years and the short-term 
aftermarket performance implies that the market is efficient in 
pricing new issues. Detailed breakdown, by year and by sector, also 
support the findings that the level of underpricing has declined. 
Nonetheless, high standard deviations were detected which reflect 
high variations among stock prices, resulting in different level of 
initial excess returns. Thus, this suggests that the pricing of new 
issues in the primary market is not consistent. 
Of the twelve independent variables proposed, only four are 
significant in determining the level of underpricing. Perhaps, two 
of these, the number of competing stocks and the oversubcription 
ratio, were instigated by investors while the remaining two, the 
expected price earning ratio and gross dividend yield, were 
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pertinent to the authority's action. The correlation analysis 
further explained the relationship of these variables. The 
oversubscription level is correlated to fewer numbers of new stocks 
available in the primary market and lower offering price. The 
offering price is correlated to the amount of funds to be raised, 
the company's size, expected price earning ratio and gross dividend 
yield. The amount raised is correlated to the expected gross 
dividend yield and the size of the issuing companies. 
The level of underpricing differs across sectors although on 
average main board stocks registered higher returns than the second 
board, while the finance sector demonstrated lower underpricing 
compared to the others. It is also found that some companies were 
excessively underpriced above the average level which has inflated 
the overall underpricing level. Along the way, the level of 
oversubscription has declined although the number of companies 
seeking listing has increased over the years. Overall, new issues 
have experienced some major changes since the previous studies and 
has demonstrated some improvements as far as pricing of the stocks, 




This chapter provides detailed discussions of the findings 
presented in chapter 4. It elaborates the pattern of underpricing 
in recent years and the efficiency of the stock market in pricing 
new issues in the aftermarket. It also analyzes factors that 
influence the level of underpricing. Further discussions on 
oversubscription ratio and finance sector will also be presented. 
Finally, it will discuss results from the correlation analysis and 
the nature of 'hot-issues' among new issues in Malaysia. 
5.2 Underpricing of New Issues in Malaysia. 
Previous researchers have established that new issues were 
underpriced in Malaysia. Evidence presented in chapter 2, clearly 
shows that the level of underpricing in Malaysia was excessively 
higher than in other countries around the world. These studies, 
which were conducted in the seventies and the eighties, studied the 
underpricing pattern among Malaysian new issues in the seventies 
and early eighties. It was discovered that during those years, new 
issues yield average returns of over one hundred percent upon 
listing in the stock exchange. As such, new issues were regarded as 
one of the best short-term investments in Malaysia. 
On that note, this study is designed to determine the level of 
underpricing in recent years. It examines all new issues seeking 
listing for the first time since 1987 to 1992. This is contrary to 
previous studies which used samples to represent new issues in the 
stock market. Therefore, the results of this study are more 
comprehensive and reflect the recent pattern of underpricing. 
As presented in chapter 4, the level of underpricing in 
Malaysia has declined considerably in the past six years. From an 
average of 140 percent for the year of 1980 to 1986 (Hassan, 1992) , 
the underpricing level has dropped to 54.06 percent for the 
subsequent six years, as discovered in this study. The sharp 
decrease is notably significant after the stock market crashed in 
October 1987, as the number of companies seeking listing dropped. 
In 1988, only 5 companies were listed followed by 11 in the 
following year. During these three years, the average initial 
excess returns for the respective year were 175.37, 75.78 and 81.90 
percent. The drastic changes from 1987 to 1988 can be considered as 
the turning point for the new issues market since the level of 
underpricing has never gone beyond one hundred percent level from 
then on. 
Therefore, it can be assumed that the current trend of new 
issues performance began in 1988. This is because the level of 
underpricing has continued to decline gradually since then. From 
1990 to 1992, the level of underpricing has dropped further to 
55.11, 38.23 and 41.33 percent respectively. One possible 
explanation is probably due to the authority's effort to boost the 
stock market after the crash in 1987, by encouraging more companies 
to be listed in the stock exchange. This is in view of the small 
number of companies seeking listing in the years immediately 
following 1987. By reducing the discount rate on new issues, they 
would be fairly priced to reflect the company's true worth, thus 
making it more attractive to the prospective companies. 
Coupled with positive economic growth in the end of the 
eighties and early nineties, the number of companies listed in the 
Kuala Lumpur Stock Exchange has increased ever since. On the other 
hand, the level of underpricing continued to decline as seen in 
table 4.2 of page 71. This finding indicates that the pricing of 
new issues has improved over the years. This can be associated with 
the improved method of determining offering prices by the 
authority. 
The PE multiplier, which is the basis of calculating offering 
price for each new issue, has been consistently revised since 1987 
as presented in table 1.2 in page 15. Apparently, the multiplier 
was revised upward but the band for each category remained wide. 
The reasons cited for such actions were to adjust offering prices 
to reflect current economic conditions as well as to promote 
certain industries in the country. As such, prices of new issues 
have been increasing each year as illustrated in table 5.1. 
Min Max Avg Std 
1987 1.00 2 .40 1.73 0.55 
1988 1.10 4 . 00 1.89 1.11 
1989 1.00 5.20 1.96 1.08 
1990 1.00 5.00 2 .24 0.86 
1991 1.00 3.80 2.03 0.65 
1992 1.00 5.00 2.36 0.80 
Table 5.1 Prices of new issues over the past six years 
(in Ringgit) . 
On average, prices of new issues have increased from RMl.VS in 
1987 to RM2.36 in 1992. Looking at the maximum price, it went up 
from RM2.40 to RM5.00. Such increase suggests that new issues were 
priced higher that they used to be in previous years. Therefore, 
the discount rate on new issues was cut down, resulting in lower 
level of initial excess returns. 
Further analysis on individual sector confirmed that the level 
of underpricing has declined. Over the six sectors, the discount 
rate continued to drop consistent with the overall level. However, 
the level of underpricing for industrial stocks was higher than the 
other sectors. This may be part of the reasons why previous studies 
reported high level of underpricing among Malaysian new issues 
prior to 1987. The majority of companies listed during this period 
were in the industrial sector and previous studies only analyzed 
the performance of these companies. Therefore, the high level of 
underpricing in the industrial sector might have pushed the overall 
average upward, thus distorting the results. 
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other sectors such as finance, property, hotel and second 
board stocks registered moderate level of underpricing. The second 
board companies, despite actively seeking listing every year, 
registered below average returns ever since the board was 
introduced. Similarly, the finance sector also yielded lower 
returns in recent years than in 1987. Some companies have even 
registered negative returns, indicating that new issues are now 
being priced closer to the market value. 
However, looking at the standard deviation of initial excess 
returns for each year as well as for each individual sector, it was 
found that there were some inconsistencies in new issues pricing in 
the primary market. The high dispersion between the highest and the 
lowest level of initial excess returns can be resulted from the 
wide range of PE multiplier. Since the pricing of new issues is 
based on so many subjective criteria as described in the first 
chapter, the authority uses their discretion in determining the 
offering prices for new issues. As such, the level of underpricing 
may differ between companies within the same sector, depending upon 
the decision of the governing body. The actual motive behind such 
action is not clear but it does appear to be in line with the 
Government's policy. 
In addition to possible deliberate actions by the relevant 
authority, it is also possible that the level of underpricing has 
improved as a result of stock market becoming mature over time. In 
recent years, more investors are aware of the importance of the 
stock market. The increasing number of publications and business 
programs on television have enabled the public to have access to 
various forms of information pertaining to the stock market and 
private companies. Therefore, local investors could have been more 
informed than they were back in the seventies or early eighties. 
The available information has allowed them to evaluate new issues 
based on their true values. Thus, market might not have been over-
reacting towards new issues as it has in the past. 
Another possible reason pertaining to the market is related to 
the increased number of inexperienced investors. The lucrative 
rewards from new issues, as reported by previous studies, have 
attracted more small-time and inexperienced investors to grab the 
opportunity. In addition, the Government encourages participation 
from the Bumiputeras by requiring all issuing companies to allocate 
a minimum of thirty percent of the total stocks to them. Despite 
extensive information on the stock market, these inexperienced 
investors may only be seeking short-term profits. As such, 
successful applicants for new issues might have sold the stocks at 
lower prices upon listing as soon as they can reap some profit. 
The Capital Issues Committee was the main target of criticism 
for the high level of discounts given to new issues in the 
seventies and early eighties. ̂^ Such moves were said to be 
27 Malaysian Business, September 16 -30, 1992. 
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detrimental to issuing companies since the offering prices did not 
reflect the true worth of the companies, thus affecting their 
reputations. In view of the Government's effort to encourage more 
companies to be listed in the stock exchange, the CIC might have 
been more flexible in determining offering prices, to reflect the 
intrinsic value of issuing companies. As such, the discount rate 
was much lesser now than it used to be, causing the underpricing 
level to decline. In addition, there were more companies seeking 
listing in recent years and judging by the continuous 
oversubscriptions of every new issue, the CIC might have felt that 
it was unnecessary to underprice new issues since it may discourage 
other companies from seeking listing in the future. Perhaps, the 
CIC is more mature and experienced in dealing with new issues in 
recent years than before. 
Obviously, the improved level of underpricing among new issues 
in the country can be attributed either to the CIC's efficiency or 
market's maturity. It is also worth mentioning that the level of 
underpricing would be even lower if the technique of measuring 
initial excess returns is based on the continuous method. Anyhow, 
the results from this study suggest that the primary market has 
become more efficient in pricing new issues, similar to other stock 
markets around the world. Thus, investors would not be receiving as 
much short-term profits now as they used to be in the seventies and 
eighties. 
5.3 The efficiency of the secondary market. 
The performance of new issues prices in the aftermarket also 
indicates that the market is efficient in pricing new issues in the 
short-run. This is consistent with previous findings as suggested 
by early researchers. However, the overall market performance 
presented in the previous chapter shows that the market was still 
bidding new issues prices upward during the first two days after 
listing. This suggests that the market was still uncertain about 
the market value of stocks at the initial stage of listing. Such 
performance supports the above proposition that market consists of 
some inexperienced investors who participated in new issues for 
some short-term gains. This is consistent with earlier findings 
that the Malaysian stock market is less informational efficient 
(Neoh, 1985) and local investors are ignorant on stock valuation 
(Isa, 1989) . Perhaps, Malaysian new issues were affected by the 
speculative bubble which leads to abnormal returns as proposed by 
Aggarwal and Rivoli (1990). 
However, based on the year-by-year analysis, the pattern of 
price movements has improved since 1988 as price changes were 
insignificant from the first day of listing. This development 
demonstrates the characteristics of market efficiency in pricing 
new issues in the secondary market. The decreasing level of initial 
excess returns as illustrated in figure 4.4 of page 87, also 
confirms earlier findings that the level of underpricing has 
declined over the past six years. Given this fact, investors who 
purchase new issues in the open market would not be getting as much 
returns as the initial subscribers of the stocks. 
Judging from the level of underpricing and the performance of 
the stock prices in recent years, it is apparent that the Malaysian 
stock market has demonstrated high level of maturity in dealing 
with new issues compared to previous years. Such developments are 
consistent with the progress that the market has experienced. It 
also justifies the confidence placed by overseas investors and 
funds managers on the stock exchange. These findings bring Malaysia 
closer to being a developed market as other Asian markets such as 
Singapore, Hong Kong and South Korea. 
5.4 Factors influencing the underpricing level. 
The results presented in the previous chapter identified 
factors that have influenced the level of underpricing among 
Malaysian new issues. The main findings indicate that only four 
independent variables affect the underpricing level significantly. 
They are : type of listing board, oversubscription level, forecast 
price earning ratio and expected gross dividend yield. Each factor 
is discussed in detail in the following section. 
5.4.1 Type of listing board. 
The statistical results indicate that at 1 percent level, type 
of listing board is one of the major factors that influence the 
level of underpricing among new issues in Malaysia. The results 
show that stocks listed on the main board were highly underpriced 
relative to stocks listed on the second board. This is reflected by 
the overall average return for all main board stocks (83 companies) 
which accounts for 59.11 percent (std dev. 63.39) compared to the 
52 second board stocks which registered 45.99 percent (std dev. 
41.26) . 
However, as presented in table 4.3 in page 73, the level of 
underpricing among each sector differs from one another. 
Apparently, some sectors within the main board, such as finance and 
property, recorded much lower returns than the second board stocks. 
Obviously, the overall average returns for main board stocks was 
higher due to the high level of discount rates on some other 
sectors within the main board, such as industrial and hotel. As 
such, the statistical results were influenced by the effect of 
these two sectors. 
Therefore, it seems that the type of listing board does not 
necessarily describe underpricing among new issues in Malaysia. The 
regression result also contradicts the proposed hypothesis as 
presented in chapter three. Earlier, it was expected that main 
board companies would not be highly underpriced since they are all 
big companies as far as their assets are concerned. Thus, the ex 
ante uncertainty would be lesser than those in the second board. On 
the contrary, further analysis revealed otherwise and this 
contradicts the hypothesis pertaining to type of listing board. 
This leads to the conclusions that the type of listing board 
has unclear explanatory power to describe the underpricing level 
among new issues, although it is statistically significant. 
However, underpricing seemed to be higher among industrial stocks, 
which have been consistently highly underpriced as documented in 
previous studies. This can be associated to either deliberate 
actions by the Government's authority or market over-reacting. 
For the Government to underprice industrial stocks suggests 
that it wants to encourage public participation in the sector. This 
is in line with its privatization policy introduced in the 
eighties. Thus, by underpricing the stocks, more investors would 
participate in the new issues as evidence by high oversubscription 
level in the eighties. An increased demand for industrial stocks by 
investors, who might have been impressed by the size and 
reputations of industrial companies, could have pushed the prices 
of these stocks higher, thus yielding higher returns. 
The findings also suggest that the second board stocks' poor 
performance in the aftermarket during its early years, did not 
affect the pricing of other new second board issues in the 
subsequent years. It seems that the authority evaluated each 
individual company indiscriminately, in line with the Government's 
policy to promote all stocks in the local bourse. Obviously, the 
performance of stocks, within any sectors or listing board, in the 
aftermarket does not appear to influence the process of pricing new 
issues in the primary market as evident by consistent declining 
pattern of underpricing among all stocks in the stock exchange. 
5.4.2 Oversubscription ratio. 
The results from regression analysis also indicate that the 
oversubscription ratio is a significant factor that influences the 
underpricing level among new issues. It suggests that 
oversubscription ratio is positively related to the underpricing 
level and this implies that when investors crowd new issues, they 
tend to yield higher returns. The high level of oversubscription 
ratio among Malaysian new issues has resulted in stocks being 
distributed through the lottery system. As such, not all applicants 
would receive the new issues and this might have led unsuccessful 
bidders to buy the stocks in open market. As mentioned above, the 
high demand from local investors could have pushed the opening 
prices upward, causing higher initial excess returns. Yong (1991) 
has also found similar results, which suggests that local investors 
continue to consider new issues as good investments. 
Ill 
It is worth noting that the oversubsription ratio has also 
declined in the past six years. Referring to table 4.15 in page 94, 
the average level of oversubscription has dropped from 60.13 times 
in 1987 to 14.54 times in 1992. During this same period, the level 
of underpricing has also declined as presented earlier. This 
supports the claim that the underpricing level is positively 
related to the oversubscription ratio. 
It was also found that despite market efficiency in pricing 
new issues in the aftermarket, stock prices performance declined 
over the short-term post-listing period. This is contrary to 
studies in developed markets which exhibit consistent upward 
movements in the aftermarket. The results from this study suggest 
that local investors, as a result of uncertainty, might have over-
reacted at the initial stage of listing, pushing the opening prices 
higher than the subsequent periods. This explains the high excess 
returns upon listing. Apparently, local new issues were surrounded 
with speculative bubble. 
Therefore, the level of oversubcription influences the level 
of underpricing among local new issues. This can be associated with 
ex ante uncertainty over the actual market value of new issues. 
Judging by the declining level of underpricing in recent years, it 
is assumed that investors have become more mature and do not over-
react as much as in the previous years. This is probably because of 
the increased number of informed investors in the market as a 
result of greater public access to corporate information in recent 
years. Perhaps, if the number of inexperienced investors can be 
reduced, the level of underpricing can be much lower. 
5.4.3 Forecast price earning ratio and gross dividend yield. 
These two factors measure the long-term prospect of the 
company, which gives some indications of the company's real worth. 
Investors may use this information to determine the stock prices in 
the aftermarket. Therefore, these two figures may influence the 
pricing process that eventually affects the level of underpricing 
among new issues. 
Consistent with the efficient market hypothesis, the 
information will be incorporated in stock prices as soon as the 
stocks are listed. As described earlier, the Malaysian stock market 
exhibits weak form efficiency and it is therefore expected that 
market will utilize this information, which is normally available 
from companies' prospectuses, to value the new stocks. Since the 
information signifies long-term prospects of the issuing companies, 
investors would price the stocks higher in the secondary market if 
they expect the returns to be higher. As such, it will push the 
prices up to yield higher initial excess returns upon listing. 
The results show that the underpricing level is positively 
related to the forecast price earning ratio and gross dividend 
yield at one and five percent level respectively. This suggests 
that the higher these two figures, the higher the level of 
underpricing. Companies with higher forecast price earning and 
expected gross dividend yield are perceived to possess high value. 
Thus, investors will price the stocks higher in the aftermarket and 
this will eventually lead to higher initial excess returns for new 
issues. Nonetheless, judging by the declining pattern of price 
movements in the aftermarket, it indicates that investors are not 
very efficient in interpreting and disseminating the available 
information accurately. Again, this is consistent with the 
propositions made by Neoh (1985) and Isa (1989) . As such, stock 
prices were very volatile within the first few days after listing. 
5.4.4 Other factors. 
Some of the factors tested in the regression analysis provide 
results that support the proposed hypothesis which describes the 
underpricing level among new issues in Malaysia. One of the 
accepted hypothesis is pertaining to the underpricing level among 
finance stocks. It was established earlier that the underpricing 
level is not influenced by the type of listing board. However, it 
was found that the level of underpricing is negatively related to 
the finance stocks. This suggests that the pricing of new issues is 
influenced by the type of sector as evident in the finance sector. 
The overall underpricing for the 22 finance stocks during the 
past six years was 3 6.84 percent (std dev. 41.33) compared to the 
rest that recorded a combined average of 57.41 percent (std dev. 
58.16). This implies that finance stocks were priced close to their 
intrinsic value, that their initial returns were lower than the 
other sectors. Detailed analysis of each sector has been presented 
in table 4.3 in the previous chapter. 
This finding suggests that the Government, via the central 
bank which tightly-control the finance sector, protects the 
companies within the sector against any events that may tarnish 
their credibility or reputation. Considering the importance of the 
contributions of these companies or institutions to the country's 
economy, the Government prevents their stocks from becoming highly 
speculative which could result in high volatility of the stock 
prices. Thus, the finance stocks were priced close to market value 
to yield much lower return relative to other sectors. 
Looking at the individual industry within the finance sector, 
it was found that each industry has different level of 
underpricing. The high degree of standard deviation indicates that 
the stocks' offering prices were not consistently priced across the 
sector. As such, stockbroking houses yield the highest return among 
the seven different groups, while commercial banks recorded the 
lowest level during the past three years. Again, this confirms the 
suggestion made earlier that the authority priced the prices of 
commercial bank's stocks close to their market values to protect 
their reputations. This finding also implies that underpricing 
among stock does not depend on type of listing board (as proven 
earlier) or on each individual sector (as in the case of industrial 
and finance sectors) but rather on the particular industry or line 
of business. It is assumed that the Government would use this 
avenue to protect its interest as evident in the finance sector 
particularly when commercial banks are involved. 
Another factor that supports the hypothesis is the offering 
price. It was found that the level of underpricing was higher among 
stocks of low offering prices than the high offering prices. This 
suggests that the offering prices signal the discount rates given 
on new issues. In addition, the underpricing level was also found 
to be positively related to the size of new issues. This means that 
the larger the size of new issues, the larger the discount given to 
the stocks. As such, companies that raised huge amounts of funds 
from the stock market have allowed their stocks to be highly 
underpriced. This can be associated with the Government's effort to 
make companies' stocks affordable to the general public, thus 
increasing their participation in the private sector. Such practice 
would affect the companies' reputations since the stocks do not 
represent the true worth of the companies. 
Another possible reason to describe underpricing is the 
authority's actions to avoid undersubscriptions of new stocks which 
may discourage other companies from seeking listing in the stock 
exchange. This is reflected by the decreasing level of 
oversubscription ratio in recent years. By underpricing new issues, 
more investors would participate to make the new issues market 
looks more attractive in the eyes of potential issuers. 
It was also found that the percentage of shares available to 
the public has a positive relationship with the level of 
underpricing. Basically, this implies that new issues were highly 
underpriced if there was only a small quantity of shares available 
to the open public. It is important to understand that the 
distribution of new issues is determined by the Government's 
authority. In recent years, the trend is seen to move towards 
increasing the participation of Bumiputeras in the private sector. 
As such, more and more new issues were being allocated to this 
group, both individual and corporate. Another motive for such 
action is to assist the Bumiputeras financially since new issues 
normally yield higher short-term returns. However, there is no 
empirical evidence to validate such claims. 
Despite overwhelming criticism on such practice,^® it can be 
viewed as an indicator on the level of discount given to a 
particular stock. It is expected that the more shares being 
See Corporate World, January 1993. pp. 20-24. 28 ̂ ^^ ^^^ 
distributed to the Bumiputeras, the less will be available to other 
investors and hence, the higher the underpricing level. Thus, the 
public can interpret such practice as a signal for underpricing. 
Again, there is no concrete evidence to substantiate this 
proposition. 
It was also discovered that the level of underpricing is 
related to the type of issues. For instance, the hypothesis 
suggests that the level of underpricing is positively related to 
public issues and negatively related to offer for sale stocks. This 
is consistent with the study by Wong and Chiang (1986) . Of the 117 
companies available for the study, the overall results show that 
the average underpricing among 30 public issues was 77.29 percent 
compared to 48.39 percent on 71 offers for sale stocks. For the 16 
other new issues that consist of combination of both types of 
issues, the underpricing level was 44.26 percent. A detailed result 
of the study is presented in table 5.2. 
Year Public Offer Combined 
issues for sale method 
1992 44.81 (3) 35.56 (17) 39.71 (7) 
1991 27.82 (5) 41.20 (29) 31.65 (4) 
1990 76.60 (13) 27.79 (12) 60.72 (5) 
1989 81.45 (2) 81.99 (9) -
1988 100.40 (3) 39.43 (2) -
1987 146.46 (4) 242.92 (2) 
Overall 77.29 (30) 48.39 (71) 44.26 (16) 
Table 5.2 Level of underpricing among different types of 
new issues (117 companies) 
Note: Numbers in bracket represent the total companies. 
The detailed results show that the level of underpricing was 
not consistent in the same manner as the proposed hypothesis. In 
1987 and 1991, for instance, the level of underpricing was higher 
among offer for sale stocks than public issues. Indeed, the initial 
return for 1989 was almost at the same level. Overall, the average 
return continued to decline each year, consistent with the earlier 
discussions. The introduction of the combination of both issues did 
not exhibit much improvements as far as the underpricing level is 
concerned. 
Therefore, it can be assumed that type of new issues is not a 
main indication of underpricing. This is consistent with the 
results from the regression analysis. Apparently, the result for 
this proposition is influenced by the average initial excess 
returns of the overall stocks. One interesting finding is that more 
and more previously closely-held companies were being listed in the 
stock exchange. This is consistent with the Government's effort to 
increase the participation of the general public in the private 
sector. 
Lastly, the result from the regression analysis also supports 
the hypothesis that the degree of underpricing is negatively 
related to the size of underwriters. Such finding is consistent 
with Baron's (1984) theory and the findings from previous studies 
on other stock markets around the world. This suggests that an 
underwriter with high reputation would not underprice new issues as 
high as its smaller counterparts. They may also withdraw from 
participating in riskier new issues that were excessively 
underpriced, since such practice may tarnish their reputations. In 
this study, the size of the underwriter's assets is used as the 
proxy for the underwriter's reputation. 
However, in the context of the Malaysian new issues market, 
the underwriting activities during the past six years have been 
dominated by two merchant banks that are different in size. They 
were Arab-Malaysian Merchant Bank (AMMB), which is the leader in 
the industry, and Commerce International Merchant Banker (CIMB), a 
medium-sized merchant bank which is a subsidiary of the Renong 
Berhad, an investment arm of United Malays National Organization 
1992 1991 1990 1989 1988 1987 Total 
AMMB* 5 8 8 2 - 2 25 
ASEAM 2 4 - 3 1 1 11 
FERMATA 2 3 2 - - - 7 
D&C 2 1 - - 1 - 4 
BMB 3 3 3 2 1 1 13 
MIMB 1 7 4 - - 1 13 
CIMB* 8 6 3 2 1 - 21 
AIMB 1 - 3 1 1 1 7 
UTAMA 1 2 2 1 — 6 
RAKYAT 2 2 4 — — 8 
AMANAH - 2 1 3 
Total 27 38 30 11 5 6 117 
Table 5.3 Underwriting activities among merchant banks from 1987 to 
19 92 Note' * denotes the two merchant banks described earlier 
! a full list of the underwriter is available in Appendix D, 
(UMNO), the leading political party in the Country. The 
underwriting activities among local merchant banks are shown in 
table 5.3. 
Although lead advisors and underwriters will propose an 
offering price for a new issue, the final offering price will be 
determined by the CIC. Besides overseeing the application process, 
merchant banks also bear the responsibility of undersubscriptions. 
Judging by the Malaysian experience on oversubscriptions among new 
issues in previous years, such incident is very unlikely. Thus, 
underwriting is a sure way of earning one percent commission from 
the total amount of new issues. The fact that the issuers seek the 
assistance from these two merchant banks may suggest that they were 
either confident with the technical expertise of the merchant banks 
or they just wanted to take advantage of the connection that the 
underwriters have with the governing authority. If these points are 
true, then underwriters' reputations could not be measured by the 
size of their assets but rather by the experience or connection 
that they possess. Such variables are obviously difficult to 
determine. 
Nonetheless, the result from this study indicates that there 
are some connections between the level of underpricing and the size 
of underwriters. Therefore, it is assumed that local investors 
perceived big underwriters to engage with lowly underpriced new 
issues only. This perception contradicts the real practice as 
discussed above. As such, the actual reasons behind the choice of 
underwriters remain ambiguous. 
5.5 The significance of correlation analysis. 
The results from correlation analysis provide some concrete 
evidence to support some of the discussions presented above. As 
described by table 4.13 in page 88, the results explain the 
relationships among the independent variables during the past six 
years, particularly concerning the oversubscription ratio, offering 
price and amount of the new issues. They reflect the practice by 
investors and the Government's authority in dealing with new 
issues. 
It was discovered that the oversubscription ratio is inversely 
related to the number of new issues available in the market as well 
as to the offering price. This suggests that when there was more 
than one new issue in the market at any particular time, investors' 
applications for the new issues will be dispersed, which eventually 
affect the oversubscription ratio. Given the increasing number of 
companies being listed in recent years, such correlation may 
explain the declining rate of oversubcriptions among new issues. 
As described above, the offering price is negatively related 
to the level of underpricing. It is also known that the 
oversubscription ratio is positively related to the level of 
underpricing. Given these facts, results from the correlation 
analysis provide convincing evidence that investors tend to 
oversubscribe lowly priced new issues in view of high expected 
initial excess returns. This finding confirms earlier propositions 
that oversubscription ratio and offering price are two factors that 
influence the underpricing level among Malaysian new issues. 
With regard to the offering price, it was discovered that the 
amount of issues, the size of issuers and the forecast price 
earning ratio have positive correlations with the offering price, 
while the expected dividend yield has negative correlation. This 
suggests that in recent years, the Government's authority has 
resorted to increasing the offering price to enable issuers to 
raise more funds. It also suggests that prices of big companies' 
stocks were higher than those of the small companies'. However, it 
is important to distinguish the difference between high price and 
highly priced new issues. The former represents expensive issues 
whereas the later describes new issues that were priced close to 
the intrinsic value in such a way that they yield low initial 
excess returns. 
A detailed discussion of this matter has been presented early 
in the chapter. Based on these findings, it seems that prices of 
big companies' stocks were more expensive in recent years, thus 
enabling them to raise more funds. This is inconsistent with 
earlier findings which show that new issues of big companies were 
highly underpriced. Apparently, the value of stocks might be higher 
but their true worth is still very low, thus yielding higher 
abnormal returns relative to other stocks. 
The offering price was also found to be related to the 
expected price earning ratio. As such, the higher the forecast 
price earning ratio, the higher the offering price. This confirms 
that the authority also took into consideration the nature and 
long-term prospect of the issuing companies. On the other hand, the 
relationship between the offering price and the expected gross 
dividend yield is very hard to determine. It is difficult to 
determine the rationale behind this finding since it suggests that 
the authority would lower the offering price of a company's stock 
if the company is expected to experience high gross dividend yield 
in the future. Perhaps, this is the time when the authority 
utilizes its discretionary power. 
Finally, the amount of funds raised from new issues was found 
to be negatively related to the expected dividend yield and 
positively related to the size of the issuers. It was discussed 
earlier that the amount of new issues is also related to the 
offering P^^ice. This coinrelation furtheir describes the practice of 
the authority in determining the amount to be raised from new 
issues. Again, the connections between the amount and the expected 
gross dividend yield are difficult to ascertain. However, it 
implies that the higher the dividend yield the lower the amount of 
new issues. Perhaps, it suggests that the authority predicts that 
the issuers are able to finance their future operations using the 
internal source of funds as reflected by the high dividend yield. 
This is probably to prevent companies from over-relying on the 
stock market. 
The amount of funds raised from new issues has the highest 
correlation with the size of issuers. This suggests that during the 
past six years, big companies raised huge amount of funds from new 
issues. Based from the findings of this study, it implies that big 
companies, despite having their stocks massively underpriced, were 
willing to sacrifice the true worth of their stocks in order to 
raise funds from open market. 
The results from correlation analysis complement the findings 
presented in section 5.4. It provides some insights on the practice 
by the authority in determining the offering price and the amount 
of new issues. It also describes the pattern of oversubscription 
among new issues. Such comprehensive findings reflect the pattern 
of new issues market in Malaysia in recent years. 
5.6 The 'hot-issues' among new issues. 
As described in chapter 4, there were evidence that some new 
issues were excessively underpriced which have resulted in high 
initial excess returns. These incidents occurred during certain 
time periods within the year of listing. Before analyzing these new 
issues in detail, it is worth looking at the distribution of these 
issues during the past six years to establish any systematic timing 
in listing the new issues. The distribution of stocks is presented 
in table 5.4. 
Month 1987 1988 1989 1990 1991 1992 Total 
Jan 1 1 1 2 5 11 21 
Feb 1 - 1 2 - - 4 
Mar - 1 - 2 1 3 7 
Apr - 1 - 1 1 4 7 
May 1 - 1 1 3 3 9 
June - - - 1 1 1 3 
July 1 - 1 1 1 3 7 
Aug - - 1 2 5 6 14 
Sept - - - 3 4 2 9 
Oct - - 2 5 4 2 13 
Nov 1 - 2 5 8 4 20 
Dec 1 2 2 5 5 6 21 
Total 6 5 11 30 38 45 135 
Table 5.4 The distribution of stocks over the past six years. 
From the table, it seems that during the past six years, the 
listing activities were concentrated towards the beginning and the 
end of the year. This is reflected by the overall distribution of 
new issues since 1987 to 1992. Looking at the KLSE Composite Index 
126 
movements since the beginning of 1987, it seems that the market was 
on the rise during these times. If previous findings pertaining to 
high abnormal returns during rising market are true, the abnormal 
excess returns for Malaysian new stocks listed during these periods 
would be higher than the others. 
Although such observation may lack empirical support, it 
indicates deliberate action to list new issues during rising 
market. Ong (1988) discovered that the excess returns during rising 
market were higher than during bearish market. His findings 
complement the proposition made by Hassan (1992) which said that 
the level of underpricing is associated with the timing of listing 
the new issues. However, their suggestions contradict with Yong's 
(1991) who believed that market performance has no effect on 
abnormal returns among new issues in Malaysia. 
A closer look at table 5.4 and figure 5.1 indicates that new 
issues were mostly listed during rising market. This suggests that 
some new issues were deliberately listed during the upmarket to 
ensure that they yield high excess returns after listing. Perhaps, 
this is a strategy to make new issues look attractive. This would 
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Most 'hot-issues' were detected during the period of January 
to March 1990, March to July 1991 and November to December 1992. 
These were the peak period within the respective year as 
illustrated in figure 5.1. Therefore, it can be concluded that 
'hot-issues' occur as a result of high market performance which 
leads to higher initial excess returns than during any other times 
of the year. The high abnormal returns from 'hot-issues' were also 
influenced by the high overall average of market performance in the 
respective years. 
5 .7 Summary. 
This chapter has discussed the results presented in chapter 4 . 
It presents the pattern of underpricing in recent years which 
shows some improvements as far as the level of underpricing is 
concerned. As such, it can be assumed that the primary market has 
become mature in dealing with new issues. The secondary market also 
exhibits the characteristics of being efficient in pricing new 
issues in the af termarket. Much of this development can be 
attributed to the improved level of market efficiency as the stock 
market matures. The performance of the finance sector was also 
discussed. It seems that the Government was very meticulous with 
the new finance issues to protect the country's interest. 
Several factors were found to be significant in determining 
the level of underpricing among new stocks. They were the type of 
listing board, the oversubscription ratio, the forecast price 
earning ratio and expected dividend yield. The first factor, 
although found to be statistically significant, has produced 
conflicting result when further analysis was conducted. The 
oversubscriptions level is also found to result in higher excess 
returns. Similarly, the other two factors prove to be important 
elements in determining the level of underpricing. They were all 
associated to investors' actions in treating the information. 
The hypotheses and correlation analysis were also discussed in-
detailed. This includes the analysis on the oversubscriptions 
pattern, the offering price and the amount of new issues. This is 
followed by a discussion on 'hot-issues' which were found to be a 
major reason for the high average initial excess returns found 
among new issues in Malaysia. 
CHAPTER 6 
Conclusions and Recommendations 
6.1 Conclusions. 
Based from the findings of this study, the following 
conclusions can be formulated pertaining to new issues in Malaysia: 
1. The primary market has now become more mature in pricing new 
issues. This is reflected by the declining level of underpricing 
among new issues within the past six years. Nonetheless, new issues 
still yield high short-term returns to reward initial subscribers 
of the stocks. Yet, it should no longer be considered as a 'safe' 
investment, since some new issues have even recorded negative 
returns in recent years. Therefore, unlike previous years, future 
investors should also review relevant factors that may influence 
the level of underpricing among new issues in the future. 
2. Consistent with the findings from previous studies, the 
secondary market exhibits the characteristics of being efficient in 
pricing new issues in open market. This is marked by the 
insignificant changes of stock prices within the short-term period 
after being floated in the stock market. The evidence from yearly 
analysis provides convincing evidence that the stock market has 
become more efficient in recent years. As such, investors would not 
benefit from investing for short-term period immediately after the 
stocks were listed in the stock exchange. 
3 . The underpricing level is influenced by oversubscriptions ratio 
and information pertaining to forecast price earning ratio as well 
as expected gross dividend yield. Since the primary market is found 
to be efficient in pricing new issues, abnormal returns can 
therefore be associated with market's perception towards the 
issuing companies. Eventually, it affects the prices in the 
aftermarket. The short-term stock price movements which show a 
declining pattern in recent years reflect the discrepancies between 
the actual market value and the perceived value of the stocks, 
resulting in abnormal returns only upon listing. 
Apparently, the higher the oversubscription rate, the forecast 
price earning ratio and the expected gross dividend yield, the 
higher the underpricing level. This indicates that competitions 
among investors for new issues and their high expectations on the 
issuing companies influence the stock prices in the open market. 
The combination of market's uncertainty regarding the actual value 
of new stocks and high expectation of long-term prospect of the 
issuing companies, pushed the opening prices higher, resulting in 
high initial excess returns during the first day of trading. As 
such, in order to reap higher returns from new issues, future 
investors should use this information as signals for potential high 
initial excess returns from investing in new issues. 
4. New issues are not consistently priced as demonstrated by the-
different level of underpricing between stocks within the same as 
well as different sectors. As evident from the results of this 
study on finance sector, the underpricing level varies between 
different industries and line of businesses. Apparently, equipped 
with discretionary power, the Government is able to control new 
issues so that it would move in line with its policies. Bearing 
this in mind, the level of underpricing may have resulted from the 
authority's deliberate actions to attract investors in order to 
promote or control certain industries within the economy. Hence, 
future investors should be sensitive towards the Government's 
economic policies and current affairs.^^ 
5. Judging by the overall findings, it can be concluded that the 
new issues market has now become seasoned and efficient relative to 
the improved level of maturity and efficiency of the Kuala Lumpur 
Stock Exchange. This indicates that the Malaysian stock market is 
moving towards becoming a developed market in line with the 
country's economic development in recent years. 
The Far Eastern Economic Review (July 9, 1992) and the 
Australian Financial Review (May 18, 1993) reported that the 
Malaysian stock market is politically-driven and active 
SDeculators dominate the market. Although this study does not 
intend to investigate this issues in detailed, it is worth 
knowing that such factor may also affect the new issues market in 
the country. 
6.2 Limitations of the study. 
This study uses the day-end closing prices to represent prices 
performance. It does not take into account price movements within 
the day. Generally, new stocks are actively traded within the first 
few days after-listing and prices are expected to be volatile. As 
such, the results of this study do not reflect these movements and 
therefore, it is hard to determine the actual level of market 
efficiency in pricing stock prices in the aftermarket. 
The study also relies on public information. Most of the data 
used are obtained from secondary sources. As such, the 
interpretations of the data and their results are restricted to the 
available information only, which sometimes are vague and 
incomplete, particularly with regard to the Government's actions or 
company's policies. Thus, it does not fully describe the reasons 
behind the practice of underpricing among the concerned parties. 
6.3 Suggestions for future research. 
In view of the weaknesses described above, future researchers 
should look into improving the technique of measuring the initial 
excess returns. Future studies should use the continuous method 
since it measures the actual performance of stock prices. This will 
indicate the actual level of underpricing among new issues. 
Future research should also be extended towards establishing-
relationships between the opening and closing prices during the 
first day of listing. This will explain the market performance in 
determining the market value of new issues, thus indicating the 
level of market efficiency in pricing the new issues in the 
aftermarket. 
A study on investors' attitude towards new issues should also 
be explored to establish the effect of market's perception on stock 
prices in the aftermarket. The results can explain the mechanism of 
determining market value for new stocks which influences the level 
of underpricing. It can also explain the reasons behind 
oversubscriptions among new issues. 
In addition, the underpricing level among companies of 
different line of businesses should also be examined to provide 
clearer picture on the pattern of underpricing among new issues in 
the Malaysian stock market. Also, new issues performance under the 
administration of the newly formed 'Securities Commission of 
Malaysia' (SC) should also be explored to provide some insights on 
the future direction of the new issues market in Malaysia. 
APPENDIX A. 
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Source: Investors Digest, Mid-August 1992 
APPENDIX B. 
The underwriting process in Malaysia: 
Negotiations between the issuer and managing underwriter 
Planning the Strategy and type of issue 
I Preparation of documents 
I 
I 
Application, if needed to the Foreign Investment 
Committee (FIC) for approval 
Application to and negotiation with the Capital Issues 
Committee to set the offering price and approve the issue 
Application to the Ministry of International (MITI) and/or 
Domestic Trade and Industry (MDTI) for approval, if needed, under 
the Industrial Coordination Act 
I 
I Application for listing on the Kuala Lumpur Stock Exchange 
Appointment of Issuing House for offering and 
subsequent share registry functions 
I 
I Signing of underwriting agreement by adviser 
I Preparation of filing prospectus with the Registrar of 
Companies and Stock Exchange 
I 
Signing of sub-underwriting agreements with lead 
underwriters and selling group 
Distribution of Final Prospectus and Public Offering 
I 
I Collection of proceeds by managing underwriter and 
payment to Issuer 
I Return of allotments 
I 
I Shares listed on the Stock Exchange 
Sources: Banker Research Unit (1980) . 
APPENDIX C 
The Kuala Lumpur Stock Exchange 
Public Listed Companies 1987 - 1992 
Date Company Initial Return 
1 9/1/87 Malaysia-British Assurance 38.55 
2 23/2/87 Malaysian International Shippin 106.36 
3 18/5/87 Dreamland Holdings # 290.16 ** 
4 29/7/87 Sports Toto 377.70 
5 1/9/87 Southern Bank Berhad 172.99 
6 3/11/87 Bank of Commerce Berhad 66.45 
7 20/1/88 Mun Loong 67.99 
8 23/3/88 Tradewinds (M) Berhad 65.51 
9 25/4/88 Sistem Televisyen Malaysia Berh 203.60 
10 1/12/88 Arab-Malaysian Merchant Bank 12.74 
11 19/12/8 Rashid Hussain Berhad 29.08 
12 18/1/89 Kretcon Holdings # 33.33 
13 2/2/89 Cement Manufacturer of Sarawak 67.20 
14 17/4/89 Nanyang Press 106.42 
15 25/5/89 Lim Kim Hai 30.25 
16 18/7/89 KIB Textile 39.46 
17 25/8/89 Kumpulan Guthrie 122.88 
18 6/10/89 Autoways Holdings 89.15 
19 27/10/8 Goh Ban Huat 69.59 
20 30/11/8 Malaysian Helicopter Services 134.93 
21 13/12/8 Nestle (M) Berhad 69.92 
22 22/12/8 Resort World Berhad 137.82 
23 8/1/90 Wing Teik Holdings 102.65 ** 
24 25/1/90 Hospital Pantai 96.00 
25 8/2/90 Scientex 156.63 ** 
26 19/2/90 Computer Forms 114.62 ** 
27 28/3/90 Central Industrial Corporation 174.01 ** 
28 29/3/90 Ancom Berhad 95.78 
29 5/4/90 Yangtzekiang 89.66 
30 8/5/90 Long Huat Timber 61.99 
31 28/6/90 Rock Chemicals 77.80 
32 26/7/90 Edaran Otomobil Nasional 89.54 
33 16/8/90 Malaysian Packaging Industry 37.97 
34 28/8/90 Pacific Bank 22.19 
35 18/9/90 Union Paper Holdings 32.45 
36 25/9/90 Pernas International Hotel and 79.81 
37 26/9/90 Poly Glass Fibre 24.74 
38 3/10/90 Daibochi Plastics 10.33 
39 1/10/90 Sedap Foods 41.33 
40 24/10/9 Singer Holdings 39.80 
41 29/10/9 Leong Hup 31.53 
42 31/10/9 Park May 11.24 
43 1/1/90 Acidchem (M) Berhad 22.29 
44 7/11/90 Syarikat Telekom Malaysia 22.35 
45 22/1/90 Kimara Securities 23.60 
46 23/11/9 TA Enterprise 11.07 
47 28/11/9 Nam Fatt 21.08 
48 3/12/90 Sapura Telecommunications 24.45 
49 12/12/9 Malpac Holdings 15.86 
50 17/12/9 Nylex 80.74 
51 20/12/9 United Chemical ^ 25.31 
52 21/12/9 Actacorp 16.40 
53 7/1/91 BHL Bank 17.63 
54 9/1/91 Metrojaya Berhad 8.47 
55 11/1/91 Tai Wah Garment 3.06 
56 17/1/91 Hock Hua Bank 1.02 
57 31/1/91 Far East Holdings 6.77 
58 26/3/91 Pan Pacific Asia 110.47 ** 
59 11/4/91 Denko Industrial 77.85 ** 
60 6/5/91 Omega Holdings 68.13 ** 
61 30/5/91 Binaan Setegap 121.92 ** 
62 31/5/91 OSK holdings 99.95 ** 
63 20/6/91 Mercury Industries 110.43 ** 
64 25/7/91 Angkasa Marketing 132.22 ** 
65 1/8/91 Apex Equity 11.37 
66 2/8/91 Seagroat and C2anpbell 11.72 
67 15/8/91 Leisure Management 36.17 
68 16/8/91 Sarawak Oil Palm 12.68 
69 23/8/91 Southern Acids 63.69 
70 11/9/91 Ho Hup Constructions 50.69 
71 16/9/91 Sanda Plastics 24.26 
72 19/9/91 Pengkalen Industrial Holdings 43.07 
73 24/9/91 Chew Piau Berhad 35.31 
74 8/10/91 Repco Holdings 12.55 
75 10/10/9 Sriwani Holdings 11.71 
76 18/10/9 Shanghai Chong Kee 11.68 
77 28/10/9 Kwong Onn 32.39 
78 4/11/91 Affin Holdings 17.36 
79 7/1/91 Public Packages 21.89 
80 8/11/91 Corrugated Carton 22.16 
81 11/11/9 Siah Brothers 28.75 
82 12/11/9 Golden Frontier 37.11 
83 18/11/9 Kuantan Flour 25.30 
84 21/11/9 Tajo Bricks 38.65 
85 28/11/9 Dataprep 56.97 
86 3/12/91 Anakku Corporation 32.23 
87 10/12/9 Jaya Netting 22.88 
88 16/12/9 Polypulp Paper 22.48 
89 18/12/9 Metacorp Berhad 15.79 
90 19/12/9 Econstates -3.94 
91 2/1/92 Tiong Nam Transport 23.40 
92 3/1/92 PWE Industries 19.32 
93 6/1/92 Mentiga Corporation 18.21 
94 9/1/92 Kumpulan Belton 55.30 
95 10/1/92 Shapadu Kontena 57.94 
96 14/1/92 Concrete Engineering 62.19 
97 17/1/92 Bank Islam Malaysia Berhad 9.93 
98 28/1/92 HIL Industries 105.84 ** 
99 28/1/92 Kedah Cement 29.40 
100 30/1/92 Zalik Berhad 12.96 
101 31/1/92 Mancon Berhad 44.33 
102 5/3/92 Hwa Tai Food 22.09 
103 18/3/92 Mamee-Double Decker 43.77 
104 26/3/92 Proton 32.52 
105 2/4/92 Posim Berhad 53.38 
106 10/4/92 Len Brothers 35.01 
107 16/4/92 UCM Industries Corporation 110.60 ** 
108 20/4/92 Arab-Malaysian Finance Berhad 17.90 
109 5/5/92 Arensi Holdings 19.87 
110 19/2/92 Peladang Kimia 29.13 
111 28/5/92 Tenaga Nasional 92.93 ** 
112 29/6/92 Daiman Development 11.10 
113 15/7/92 Public Finance 12.90 
114 22/7/92 Kin Hin Industry 76.82 
115 27/7/92 Carpet International Malaysia 2.31 ** 
116 10/8/92 Gamuda Berhad 19.56 
117 11/8/92 John Master Industries Berhad -0.44 
118 18/8/92 Jasa Megah Industries * 22.11 
119 19/8/92 Trenergy (M) Berhad * -9.10 
120 21/8/92 Wembly Industries Holdings * 1.56 
121 28/8/92 Perusahaan Sadur Timah Malaysia 4.75 
122 8/9/92 Red Box (M) Berhad * 1.43 
123 30/9/92 Seng Hup Electric Co * -3.80 
124 15/10/9 TH Loy Industries * 22.59 
125 28/10/9 Mah Sing Group * 20.24 
126 13/11/9 CHG Industries * 109.25 ** 
127 19/11/9 SIG Holdings * 51.96 
128 20/11/9 H & R Johnson (M) Berhad * 103.18 ** 
129 23/11/9 Kelang Container Terminal Berha 170.65 ** 
130 1/12/92 Shangri-La Hotels (M) Berhad * 40.73 
131 9/12/92 MGR Corporation * ^ 178.64 ** 
132 12/12/9 Malaysian Industrial Developmen 26.52 
133 15/12/9 O'Connor Engineering & Trading 25.38 
134 18/12/9 Federal Furniture Holdings * 59.22 
135 28/12/9 Orlando Holdings Berhad * 16.06 
Note: 
# not included in the daily prices performance 
* not included in the regression analysis 
** 'hot-issues' 
APPENDIX D. 
List of underwriters in the new issues market from 1987 to 1992. 
1. AMMB - Arab-Malaysian Merchant Bank. 
2. ASEAM - Aseambankers Malaysia. 
3. PERMATA - Permata Merchant Bank. 
4. D&C - D&C Mitsui Merchant Bank. 
5. BMB - Bumiputera Merchant Bankers. 
6. MIMB - Malaysian International Merchant Bankers. 
7. CIMB - Commercerce International Merchant Bankers. 
8. AIMB - Asian International Merchant Bankers. 
9. UTAMA - Utama-Wardley Merchant Bank. 
10. RAKYAT - Rakyat Merchant Bankers. 
11. AMANAH - Amanah Merchant bankers. 
Note: Another merchant bank, Intradagang Merchant Bankers has not 
participated in any of the underwriting activities during the 
past six years. 
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